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FUTURE  DIRECTIONS  IN  SOCIAL  SECURITY 


WEDNESDAY,  JULY  25,   1973 

U.S.  Senate, 
Special.  Committee  on  Aging, 

Washmffton,  D.C. 

The  special  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
1224,  Dirksen  Senate  Office  Building,  Hon.  Frank  Church  [chairman] 
presiding. 

Present :  Senators  Church  and  Fong. 

Also  present:  William  E.  Oriol,  staff  director;  David  A.  Affeldt, 
Chief  Counsel ;  Elizabeth  Heidbreder,  professional  staff  member ;  John 
Guy  Miller,  minority  staff  director ;  Robert  M.  M.  Seto,  minority  coun- 
sel; Dorothy  McCainman,  consultant;  Gerald  Strickler,  printmg  as- 
sistant; Patricia  Oriol,  chief  clerk;  Pam  Klepec  and  Yvonne  McCoy, 
clerks. 

OPENINQ  STATEMENT  BY  SENATOR  FRANK  CHURCH,  CHAIRMAN 

Senator  Church.  The  hearing  will  now  come  to  order. 

At  the  beginning  of  this  committee's  hearings  on  future  directions 
in  Social  Security  on  January  15, 1  said  our  goal  is  to  take  a  reflective 
look  at  a  time  when  legislative  units  of  the  Congress  have  completed 
work  on  historic  Social  Security  legislation,  at  the  significance  of  re- 
cent accomplishments  as  well  as  action  that  must  ultimately  be  taken 
to  build  upon  this  accomplishment. 

I  was  referring  at  that  time  when  I  spoke  of  recent  accomplishments 
to  last  year's  20  percent  Social  Security  increase  and  several  notable 
provisions,  including  a  new  supplemental  security  income  program  in- 
cluded in  H.R.  1,  now  Public  Law  92-603. 

Just  31/2  weeks  ago,  Congress  acted  again  to  improve  the  Social 
Security  and  supplemental  security  program.  The  cost  of  living  ad- 
justment of  5.9  percent  will  go  into  effect  next  June,  6  months  earlier 
than  the  full  cost  of  living's  earlier  plan. 

The  retirement  test  was  further  liberalized  and  improvements  were 
made  in  the  supplemental  security  income  program.  All  these  provi- 
sions were  attached  to  the  Renegotiations  Act  extension  and  they  were 
promptly  signed  into  law.  All  such  improvements  are,  of  course,  wel- 
come. They  showed  clear  recognition  by  the  Congress  that  many  older 
Americans  are  still  engaged  in  their  daily  struggle  to  pay  their  bills, 
keep  a  roof  over  their  heads,  and  enjoy  some  measure  of  well-being. 

The  5.9  percent  cost  of  living  increase  will  help,  but  it  is  still  a  year 
away.  Even  when  it  does  take  effect  it  will  raise  average  monthly  bene- 
fits for  retired  worker  from  $167  to  $177,  for  aged  couples 
from  $278  to  $295,  and  for  elderly  widows  from  $159  to  $169,  and  ap- 
proximately 2.8  million  persons  of  age  65  and  oyer  will  still  live  in 
poverty,  a  problem  that  we  have  yet  to  solve  in  this  rich  country. 
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Benefit  levels  provide  only  a  partial  measure  of  the  adequacy  and 
effectiveness  of  the  Social  Security  system.  This  committee  must  con- 
cern itself  with  other  issues,  such  as:  What  are  our  national  jroals  for 
adequacy  of  retirement  income '(  How  hioh  shall  the  contribution  rate 
or  payroll  tax  be  fixed?  What  more  should  be  done  to  deal  with  the 
high  "cost  of  health  care  for  the  elderly?  What  amount  of  general 
revenue  sliall  be  used  for  Social  Security  and  Medicare,  and  for  what 
purpose?  How  fair  is  our  present  Social  Security  system  for  members 
of  minority  groups?  These  and  other  such  questions  need  answers, 
which  is  the  purpose  of  the  committee's  hearings. 

Senator  Fong. 
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STATEMENT  BY  SENATOR  HIRAM  L.  FONG 

Senator  Fong.  Mr.  Chairman,  I  believe  our  hearings  on  future 
directions  in  Social  Security,  which  we  resume  today  and  tomorrow, 
can  and  should  be  one  of  the  most  important  services  the  Committee 
on  Aging  can  provide  for  the  Congress  and  the  x\merican  people. 

As  I  have  said  previously,  in  many  respects  Social  Security  is  the 
biggest  business  in  Amei'ica.  Its  importance  to  all  citizens — especially 
to  older  Americans — can  hardly  be  exaggerated.  Receipts  from  Social 
Security  taxes,  which  are  reflected  in  benefits,  are  greater  than  all  cor- 
poratioii  income  taxes  or  any  other  class  of  Federal  receipts  except 
individual  income  tax. 

A  program  of  such  magnitude  in  human  and  economic  terms  de- 
serves the  benefit  of  all  the  light  to  which  we  can  expose  it.  The  people 
and  the  Congress  need  all  the  facts  and  seasoned  judgments  they  can 
get  on  how  it  operates  and  what  it  may  become  in  the  future. 

We  ]-«eed  the  benefit  of  tho  many  Avidely  diffei-ent  A'iows  as  to  what 
Social  Security  should  be  as  it  continues  its  development.  I  believe  our 
chairman.  Senator  Churc'n,  deserves  commendation  for  the  quality  of 
witnesses  so  far  scheduled  and  his  appai-ent  intention  to  be  sure  that 
all  points  of  view  are  to  be  heard  during  this  committee  revicAv, 

That  there  is  controversy  as  to  what  Social  Security  is  and  should 
be  goes  without  saying.  In  our  previous  hearings  on  this  subject,  the 
committee  has  already  heard  sharp  differences  of  opinion  on  some 
aspects  of  the  system.  As  I  said  at  the  first  hearing  session,  I  am  looking 
forward  to  the  widest  possil)le  discussion  of  all  points  of  view  on  this 
major  social  institution  in  the  interest  of  making  it  the  best  possible 
servant  of  the  American  people. 

Philosophic  Differences 

There  are  unsatisfied  needs  to  which  Social  Security  may  address 
itself;  tliere  are  philosophic  differences  as  to  what  it  should  be;  there 
are  problems  which  need  solution.  In  each  of  these  areas  there  is 
controversv. 

I  think  we  are  fortunate  this  morning  to  hear  fii-st  from  a  man  wdiose 
participation  in  these  several  debates  has  been  long  and  deep. 

However  one  may  react  to  his  views,  and  reaction  has  sometimes 
been  strong,  I  am  confident  no  one  would  deny  the  expertise  which 
Professor  Cohen  brings  to  this  important  subject.  Even  by  those  wdio 
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disaofvee  witli  him  most  violently,  recomiition  if.  aiveii  to  his  tremen- 
dous  knowledsre  of  tlie  subject. 

Professor  Cohen's  A'ast  expei'ience  includes  association  -with  the 
American  Social  Security  system  going  back  to  its  beginning.  He 
assisted  tlie  Cabinet  committee  which  drafted  the  original  Social  Secu- 
rity Act  and  served  as  advisor  to  the  first  Commissioner.  In  subse- 
((uent  years  his  has  been  a  familiar  face  before  congressional  commit- 
tees concerned  with  Social  Security — where  he  has  always  received 
careful  attention.  His  practical  experience  with  the  program's  opera- 
tion culminated  with  his  respoiisibilities  as  Secretary  of  Health,  Edu- 
cation, and  Welfare  during  the  Johnson  administration. 

Because  practical  application — in  terms  of  overall  benefit  to  older 
persons  and  society  as  a  whole — is  essential,  I  am  glad  that  these  2 
days  w^ill  also  include  a  major  presentation  of  vieAvs  by  the  American 
Association  of  Retired  Persons  and  its  companion  organization,  the 
National  Retired  Teachers  xVssociation. 

While  we  heard  from  an  XRTA-AARP  consultant,  former  Social 
Security  Commissioner  William  ^litchell,  at  an  earlier  heai-ijig,  I  espe- 
cially Avelcome  the  opportunity  for  a  full  l)lown  discussion  of  the  issues 
by  these  organizations  tomorroAV. 

As  the  largest  national  organization  of  older  persons,  with  over  5 
million  dues-paying  members  past  55,  XRTA-AARP  is  capable  of 
making  a  most  valuable  contribution  to  our  record. 

It  is  my  understanding  that  the  XRTA-AARP  testimony  will  be 
presented  bv  Mr.  Cyril  P>i-ickfield.  tlieir  legislative  counsel,  assisted  by 
^Ir.  ^litchell,  former  Coimnissioner  on  Aging  John  B.  Martin,  and 
]Mi-.  James  Hacking,  legislative  i-epi"esentative. 

While  less  familiar  with  the  othei"  two  witnesses  who  will  appear 
duiing  these  2  days — INfr.  ^Nfax  ^Nlanes.  chairman  of  Seniors  for  Ade- 
quate Social  Security  and  Mrs.  Bai'bara  ^farks  of  the  Xational  Senior 
Citizens  Law  Center — I  am  informed  they  also  will  make  useful  con- 
tributions to  our  study. 

Mv.  Chainnan,  it  is  a  pleasure  now  to  join  you  in  extending  a 
welcome  to  Professor  Cohen. 

Senator  Cnrncii.  Our  previous  witnesses  have  alieady  gi\en  us  a 
solid  foundation  for  discussion  of  such  issues.  Today  we  are  fortunate 
to  have  as  onr  first  witness  a  man  who  has  been  associated  with  the 
development  of  the  Social  Security  system  since  its  earliest  days,  and 
as  Secretary  of  Health,  Education,  and  Welfare  in  1968  and  1960. 
Wilbur  J.  Cohen.  He  has  firmly  declared  his  goals  for  retirement 
security  in  the  United  States. 

Dean  Cohen,  it  has  been  said,  and  I  think  some  of  you  may  have 
heard  it  but  this  was  the  first  time  it  has  been  called  to  my  attention, 
it  has  been  said  of  Dean  Cohen  that  an  expert  on  Social  Security  is 
anyone  who  has  Wilbur  Cohens  home  phone  number,  which  I  think 
is  a  irreat  tribute  to  his  special  status  in  this  field.  I  know  we  will  bene- 
fit from  your  testimony  this  morning.  Dean  Cohen,  even  without  the 
need  for  a  telephone.  You  have  come  to  us  as  the  first  witness,  and  we 
appreciate  that  very  much. 

I  know  that  you  have  a  prepared  statement.  I  would  like  you  to  give 
that  statement  at  this  time,  after  which  there  will  be  questions. 
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STATEMENT  OF  WILBUR  J.  COHEN,  COCHAIEMAN,  INSTITUTE  OF 
GERONTOLOGY,  UNIVERSITY  OF  MICHIGAN-WAYNE  STATE  UNI- 
VERSITY; DEAN,  SCHOOL  OF  EDUCATION,  THE  UNIVERSITY  OF 
MICHIGAN;  AND  SECRETARY  OF  HEALTH,  EDUCATION,  AND 
WELFARE,  1968-69 

Mr.  Cohen.  Thank  you,  Mr.  Chairman.  It  is  a  great  privilege  and 
honor  for  me  to  come  here  to  give  my  ideas  on  the  future  directions  in 
Social  Security.  I  am  particularly  honored  because  in  1957  as  a  member 
of  the  faculty  of  the  University  of  INIichigan,  Senator  Lister  Hill  in- 
vited me  to  come  and  advise  him  as  to  whether  a  special  committee 
on  aging  should  be  established.  I  served  in  that  cajDacity  for  about 
a  year  and  a  half,  and  recommended  that  such' a  special  committee  be 
established.  I  feel  that  what  you  have  done  in  the  ensuing  years  with 
this  committee  has  been  a  great  contribution  to  aging  and  older 
people  and  to  social  policy.  I  merely  want  to  reaffirm  my  great  respect 
for  what  this  committee  and  its  staff  has  done  in  this  whole  field  of 
Social  Security. 

I  recognize  that  this  is  a  difficult  area  since  this  committee  is  not 
a  legislative  committee.  But  nevertheless,  I  want  to  pay  tribute  to 
the  fact  that  its  contribution  in  the  formulation  of  policy  has  been 
of  immense  value  to  the  other  committees.  I  feel  that  you  have  a  great 
contribution  to  offer.  I  am  sure  these  hearings  on  the  future  directions 
will  show  the  way  to  agreements  on  the  changes  in  the  program. 

Senator  Chukch.  May  I  just  say  that  when  I  first  came  to  this 
committee  as  the  most  junior  member,  I  had  real  doubts  about  what 
contribution  the  committee  could  make  because  it  lacked  direct  leg- 
islative power,  but  was  set  up  to  be  a  factfinding  committee  for  the 
Senate  as  a  whole. 

I  have  been  very  much  surprised,  in  a  way,  and  pleased  that  the 
committee  has  been  able  to  do  such  effective  work.  Most  of  the  major 
improvements  that  have  occurred  have  come  about  as  a  result  of 
studies  of  this  committee  and  recommendations  that  the  committee 
has  made  that  were  later  taken  up  by  the  appropriate  legislative  com- 
mittees and  enacted  into  law.  Also,  as  you  know,  the  committee  has 
been  able  to  back  amendments  on  the  floor  that  have  been  very 
helpful. 

So  I  think  that  this  study  of  the  future  directions  in  Social  Se- 
curity is  one  that  might  very  well  lead  to  further  legislative  action. 
That  is  why  we  are  looking  forward  very  much  to  your  message  this 
morning. 

Mr.  Cohen.  I  would  say.  Senator,  there  are  two  aspects  of  the  now 
nearly  40  years'  experience  for  Social  Security  that  I  will  be  touch- 
ing on  in  my  paper,  but  I  will  just  mention  them  here,  in  which  your 
committee  has  made  a  contribution. 

One  is  that  in  the  Social  Security  field,  as  against  mau}^  other  legis- 
lative fields,  there  has  been  a  consensus  in  Congress.  Sometimes  the 
word  "consensus"  is  not  viewed  with  great  appreciation,  but  it  still  is 
a  very  good  concept.  Most  of  the  legislation  in  Social  Security  in  the 
last  40  years  has  been  reached  in  Congress  by  a  consensus  of  the 
leaders  of  both  political  parties.  There  has  been  very  little  on  the  con- 
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gressional  side  of  major  differences  about  how  to  proceed,  with  one 
or  two  exceptions. 

I  think  this  kind  of  consensus  which  your  committee  can  help  arrive 
at  by  discussion  is  what  has  made  Social  Security  largely  nonpolitical, 
so  widely  accepted.  I  shall  touch  on  that  in  my  paper,  plus  the  fact 
that  there  has  been  an  incremental  improvement  in  the  program. 
Those  two  aspects,  the  incremental  improvement  of  the  program  and 
its  consensus,  have  served  to  make  Social  Security  one  of  the  most 
widely  accepted  institutions  in  American  life. 

I  have  numbered  the  paragraphs  in  my  paper.  Senator,  so  that  it 
would  be  easy  to  question  me  about  a  point.  Naturally,  these  points 
are  in  a  succinct  state  in  most  cases.  One  could  write  a  whole  chapter 
on  each  point.  They  do  represent  my  own  view  of  a  rather  compli- 
cated program. 

The  Social  Security  program  is  the  largest  and  most  effective  public 
program  to  prevent  dependency  and  poverty.  It  keeps  some  10  mil- 
lion persons  out  of  poverty.  If  the  Social  Security  program  were 
abolished,  the  number  of  persons  in  poverty  in  the  United  States 
would  increase  by  about  40  percent,  from  25  million  to  35  million  per- 
sons. This  is  a  fact,  Senator,  frequently  overlooked. 

Freedom  of  Choice 

The  Social  Security  program  has  other  important  objectives  in 
addition  to  preventing  dependency  and  poverty.  It  enables  individ- 
uals to  have  greater  freedom  of  choice  when  certain  hazards  arise,  a 
point  which  is  frequently  neglected  when  people  think  of  only  the 
contribution  side  and  say  it  is  a  compulsory  contribution. 

Social  Security  gives  ])eople  a  chance  to  choose  and  to  decide  how 
they  are  going  to  live.  They  have  different  lifestyles.  It  will  enable 
them  to  plan  ahead.  It  helps  provide  the  employers,  the  economy,  and 
the  Congress  to  allocate  resources  to  meet  human  needs  in  a  compas- 
sionate yet  orderly,  responsive,  and  effective  manner. 

The  Social  Security  program  is  much  more  than  a  retire- 
ment program,  a  fact  which  is  frequently  overlooked.  It  is  tlie  largest 
life  insurance  program,  the  largest  disability  insurance  program,  the 
largest  iiealth  insurance  program  in  the  United  States,  as  well  as 
the  largest  retirement  program  in  the  United  States. 

Just  to  give  you  some  idea  of  what  is  neglected,  the  face  value 
of  life  insurance  in  force  under  the  Social  Security  program  is  ap- 
proximately equal  to  all  the  private  life  insurance  in  force  in  the 
Nation. 

This  morning  I  was  explaining  to  my  son,  who  is  going  to  be  a 
father  in  about  a  month,  and  I  will  hopefully  be  a  grandfather 

Senator  Chttrch.  That  follows. 

Mr.  Cohen.  I  must  say  I  look  forward  to  it,  too.  "WHien  the  baby 
is  born,  lie  will  automatically  have  approximately  $50,000  worth  of 
life  insurance  as  part  of  his  Social  Security.  That  is  a  point  that  most 
people  completely  forget  about. 

Senator  Church.  Young  workere  need  to  be  reminded  of  this 
because  most  of  them  don't  realize  that  it  is  so.  Most  of  them  don't 
know  about  it. 

Mr.  Cohen.  That  is  correct. 

20-786— 73— pt.  4 2 
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Senator  Church.  They  think  of  Social  Security  exchisively  in 
terms  of  a  retirement  program  for  tlie  elderly,  and  some  of  them 
tliink  they  may  never  live  long  enough  to  have  its  protection  or  to 
receive  its  benefits.  The  fact  is  that  they  have  this  continuing  life 
insurance  for  the  protection  of  their  family  all  during  their  woi-lcing 
years. 

Mr.  CoHEx.  Plus  the  disability  insurance,  plus  the  retirement  pro- 
tection, plus  advance  paj'^ments  for  medical  care  in  old  age. 

Insuraxce  Benefits 

Now  I  showed  my  son  this  morning  that  even  on  the  cheapest  5- 
year  renewable  term  insurance,  from  the  cheapest  insurance,  the  kind 
1  can  get  being  a  faculty  member,  that  $50,000  worth  of  life  insurance 
would  cost  him  a  minimum  of  $200  to  $250  a  year  for  the  premium. 

So  later  on  when  we  come  to  discuss  the  payroll  tax  one  must 
keep  in  mind  for  young  people  that  they  are  getting  a  tremendous 
bargain  on  the  life  insurance  side  which  they  should  not  overlook 
when  they  appraise  what  they  are  getting  for  their  money. 

However,  only  about  one-half  of  all  contributions  paid  under  the 
program  are  currently  for  cash  retirement  benefits.  About  30  percent 
of  the  cost  of  cash  Ibenefits  under  the  Social  Security  prograjn  is 
for  survivors  and  disability  insurance  benefits. 

Now  poverty  due  to  the  death  of  tlie  breadwinner  in  the  family  has 
been  virtually  eliminated  in  tlie  Ignited  States.  Whereas  this  was  a 
major  cause  of  poverty  some  50  to  To  years  ago,  when  Upton  Sinclair 
wrote  his  book  ''The  Jungle",  it  has  been  virtually  eliminated  as  a 
cause  of  poverty.  The  Social  Security  program,  decrease  in  mortality 
rates,  and  a  number  of  other  factors  helped  to  achieve  this  result. 

The  reason  I  put  this  in,  Mr.  Chairman,  is  when  people  talk  about 
poverty  and  its  unadministerable  programs,  we  should  point  out  that 
we  have  overcome  one  aspect  of  poverty;  namely,  tlie  death  of  the 
breadwinner,  which,  while  it  was  the  major  cause  of  poverty  60  years 
ago  is  no  longer  a  major  problem  as  far  as  poverty  is  concerned  today. 

The  death  of  the  breadwinner  is  always  an  emotional  problem.  When 
a  man  dies  today,  in  most  cases  at  least  the  widow  and  young  children 
do  not  automatically  go  on  the  welfare  rolls.  In  some  cases  maybe, 
but  there  has  been  remarkable  achicA'ement  in  reducing  the  numlier 
and  proportion  on  the  welfare  rolls  due  to  the  death  of  the  bi-ead- 
winner. 

The  Social  Security  program  is  a  form  of  social  insurance.  It  is 
different  fi'om  ]irivate  insurance,  but  nevertheless  it  is  a  form  of  in- 
surance. There  is  a  pooling  of  the  risk  and  premiums  are  made  into 
a  fund  from  which  benefits  are  paid.  The  Social  Security  program  is  a 
form  of  group  insurance  which  provides  a  high  degree  of  protection 
at  a  relatively  low  cost.  The  right  to  Social  Security  Ibenefits  is  legally 
enforceable  in  the  courts  as  are  the  contractual  provisions  of  private 
insurance. 

Balaxcixg  of  Goals 

Tlie  cash  benefits  paid  under  the  Social  Security  program  take  into 
account  both  equity  and  adequacy.  The  marriage  or  lialancing  of  these 
two  conflicting  iroals  is  jiart  of  the  genius  which  the  Congress  has 
incorporated  in  the  program. 
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If  one  factor  were  to  be  given  weight  to  tiie  total  exclusion  of  the 
other,  it  would  undoubtedly  necessitate  a  basic  structural  change  in  the 
financing  of  the  program  and  its  acceptance  by  the  American  people. 

To  illustrate,  Senator,  if  individual  equity-  were  made  the  social 
consideration,  then  Social  Security  would  become  a  savings  bank  be- 
cause you  return  to  people  only  what  they  put  in.  If  social  adequacy 
were  the  sole  point,  you  would  use,  let  us  say,  a  budget  basis  and  it 
would  become  a  welfare  system. 

Senator  Church.  Just  a  straight  pension. 

Mr.  Cohen.  Or  a  straight  pension  of  a'  dollars  per  month.  Now  the 
genius  of  the  present  system  is  like  in  all  matters  of  marriage,  there 
is  an  accommodation  to  two  different  points  of  view.  That  is  the  genius 
that  is  incorporated  in  this  system  wliich  has  helped  to  make  it  suc- 
cessful, because  people  have  a  feeling  that  there  is  both  an  element  of 
social  adequacy  and  individual  equity. 

Of  course.  Congress  can  change  that  balance  at  any  moment,  as  it 
has,  and  as  I  think  it  should  continually  reexamine  this. 

NoAv  the  next  point  is  one  which  is  frequently  neglected  by  column- 
ists. Congress  has  been  very  responsible  in  operating  the  program  on  a 
financially  sound  basis.  The  long-range  financial  schedule  in  the  law 
gives  as  realistic  assurance  in  this  uncertain  world  as  is  possible  of  the 
financial  long-range  soundness  of  the  program.  The  law  requires  pub- 
lic disclosure  on  the  financial  operations  of  the  past,  present,  and  fu- 
tui-e  in  the  annual  board  of  tnistee  reports  to  the  Congress. 

There  is  frequently,  Senator,  when  I  pick  up  in  the  paper,  state- 
ments about  how  Congress  lias  been  irresponsible  in  increasing  the 
benefits  in  Social  Security  and  how  this  may  lead  to  some  kind  of 
disaster.  I  have  read  tliose  kinds  of  reports  for  the  last  35  years,  and 
what  the  columnists  and  other  don't  realize  is  that  Congress  has  been 
roall}^  responsible  in  framing  a  benefit  program  on  a  financially  sound 
basis. 

And  I  will  say  that  this  has  been  true  whatever  political  party  has 
been  in  power,  and  it  is  true  of  both  political  parties  in  the  congressional 
situation. 

Senator  Church.  In  tliat  connection.  Dean  Cohen,  Bill  Oriol  calls 
to  my  attention  a  column  by  ]\Ir.  Smith  Ilempstone  which  begins  in 
this  way: 

The  Social  Security  Act  of  19.3."t  l).v  Robert  F.  Wacner  of  New  York  was  a 
model  financing  law  designed  to  provide  a  iiiiniimim  retirement  income  flow.  But 
if  present  trends  continue.  Social  Securit.v  will  lie  an  economic,  political  time 
bomb  which  will  explode  within  our  lifetime. 

I  don't  know  wliether  you  had  a  chance  to  read  that. 

Historical  Devf.lopmexts 

Mr.  Cohen.  Yes,  I  have  read  it.  When  I  read  it  my  blood  began  to 
boil  because  I  think  the  gentleman,  whoever  he  is,  sliowed  a  dismal  ig- 
norance of  tlie  historical  developments  and  principles  in  the  Social  Se- 
curity program  and  of  the  economic  developments  that  have  occurred 
in  this  country.  If  that  man  took  my  Social  Security  course  I  would 
flunk  him.  I  mean,  he  has  no  appreciation  of  what  Congress  has  done 
or  what  principles  it  has  incorporated  in  the  program. 
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Now,  of  course,  he  has  got  a  small  point  of  speculation  when  he  says 
there  is  a  time  bomb  in  which  the  Social  Security  and  whole  country 
may  end  up  in  some  kind  of  financial  disaster.  Germany  went  through 
an  inflationary  period  in  wliich  events  happened.  If  he  is  saying  infla- 
tion may  bring  certain  problems,  it  will  not  only  be  for  Social  Security 
but  the  whole  country. 

Senator  Church.  You  are  saying  if  the  general  economy  of  the  coun- 
try were  to  collapse,  that  Social  Security  would  be  one  of  the  victims 
along  with  everything  else,  all  other  business,  all  other  investment. 

Mr.  CoHEX.  So  would  private  pension  plans,  savings,  everything 
else. 

Senator  Church.  But  Social  Security  itself  has  been  managed  on  a 
financially  sound  basis  and  is  not  likely  to  collapse  due  to  any  weak- 
ness in  its  internal  structure. 

Mr.  CoHEX.  That  is  correct. 

The  Social  Security  program  has  been  significantly  improved  since 
1965  as  a  result  of  the  1972  and  1973  amendments.  Social  Security  is 
now  on  a  "dynamic"  basis  related  to  changes  in  wages  and  the  cost  of 
living.  In  this  respect,  it  is  superior  to  many  fixed  contractual  private 
retirement  programs  in  affording  beneficiaries  a  greater  degree  of  pro- 
tection in  the  future. 

The  "dynamic"  character  of  the  program  should  be  further  im- 
proved and  extended.  That  is  the  relationship  to  future  economic  situa- 
tions. Social  Security  should  be  improved  as  productivity  and  earn- 
ings increase.  It  is  not  sufficient  to  increase  Social  Security  benefits  to 
retired  individuals  solely  in  relation  to  cost-of-living  increases  as  it 
is  incorporated  in  the  present  law. 

It  is  recommended  that  a  special  study  be  made  of  Social  Security 
systems  in  other  countries  where  benefits  are  automatically  related  to 
changes  in  earnings  in  the  economy.  In  other  words.  Senator,  if  the 
cost  of  living  goes  up,  let  us  say,  3  percent  a  year,  and  wages  and 
productivity  go  up  5  percent  a  year,  and  retired  people  only  get  bene- 
fit increases  of  3  percent  a  year,  in  the  course  of  5  or  10  years  they  are 
going  to  be  at  a  lower  relative  level  than  the  other  people  in  the 
economy. 

Therefore,  in  the  cost-of-living  increases  for  retired  people,  an 
important  and  satisfactoi-y  step  was  taken  in  1972  and  1973,  which 
can  only  lead  10, 15  years  from  now  to  our  aged  being  treated  in  a  way 
that  will  put  them  at  a  relative  disadvantage. 

Special  Study  Asked 

I,  therefore,  suggest  to  you  that  this  committee  undertake  a  special 
study  of  these  various  countries  which  have  already  gone  farther 
than  the  United  States,  where  they  take  into  account  earnings  as  a 
measure  of  increasing  the  benefits  as  well  as  changes  in  the  cost  of 
living.  That  seems  to  me  the  most  important  future  direction  for 
Social  Security  to  take. 

Senator  Chiqrch.  That  is  one  of  the  matters  that  we  do  have  under 
consideration,  and  the  committee  has  engaged  a  consultant.  We  don't 
expect  to  get  a  quick  answer,  but  we  expect  to  find  a  sound  answer  to 
the  question. 

Mr.  Cohen.  It  is  a  very  complicated  matter.  I  have  spent  a  good 
many  hours  working  out  my  own  version  of  that  kind  of  system,  but 
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knowing  that  Germany  lias  done  it,  and  four  or  five  other  countries 
have  done  it,  I  see  no  reason  why  we  can't  do  as  well  or  better  than 
the  other  countries.  The  models  of  these  other  countries  might  serve  as 
a  basis  for  committee  discussion. 

Now,  another  fact  that  is  frequently  overlooked  is  that  administra- 
tive cost  of  the  Social  Security  systems  is  very  low.  The  preliminary 
figures  for  fiscal  year  1973  show  that  such  costs  as  a  percentage  of  con- 
tributions collected,  and  they  would  be  similar  if  you  took  benefits 
paid  out,  are  as  follows:  For  cash  old-age  and  survivors  insurance 
benefits,  only  I14  percent  of  those  contributions  goes  to  administrative 
cost.  No  other  system  in  this  Nation  can  compare  with  the  efficiency  of 
that  figure.  For  disability  insurance  where  3'ou  have  to  take  medical 
examinations  into  account,  it  costs  for  disability,  4.2  percent.  For 
Medicare  part  A,  which  is  the  hospital  part,  and  the  bills  are  rather 
large,  it  costs  only  2.4  percent.  For  the  Medicare  part  B,  where  you 
have  thousands  of  individual  physician's  bills,  it  would  cost  much 
more,  and  it  is  11.7  percent.  This  is  a  point  which  I  would  hope  could 
be  bi'ought  down  by  certain  changes  in  the  program.  So  if  you  will 
take  the  whole  system  together,  altogether  the  administrative  costs  are 
2.4  percent  of  contributions  collected. 

Senator,  there  is  no  other  public,  private,  or  any  other  system  in  this 
country  which  compares  as  favorably. 

The  Social  Security  cash  benefits  of  Medicare  are  basically  sound  and 
have  been  administered  in  an  efficient  manner.  They  should  remain 
nonpolitical  and  be  subject  to  public  review  every  fifth  year  by  an  ad- 
visory council  of  distinguished  individuals  with  respect  to  both  con- 
tributions, benefits,  and  administration.  This  is  a  point  already 
incorporated  in  the  law  and  should  be  retained. 

High  Degree  of  Support 

The  Social  Security  and  IMedicare  programs  enjoy  a  high  degree 
of  support  from  the  general  public,  organized  labor,  the  Congress,  and 
other  groups.  Although  dissatisfaction  and  criticism  is  rather  wide- 
spread with  respect  to  many  aspects  of  our  established  institutions, 
these  do  not  generally  apply  to  Social  Security  and  ]Medicarc. 

That  is  not  to  say  that  there  are  not  bona  fide  criticisms  of  the  pres- 
ent program,  but  on  the  whole  these  do  not  go  to  the  fundamental 
aspects  of  the  program  by  any  substantial  sector  of  the  Nation. 
Although  some  economists  have  made  a  number  of  criticisms  of  the 
financing  of  the  program,  these  views  are  not  so  widely  shared  by  the 
beneficiaries  or  taxpayers. 

While  these  criticisms  should  be  considered,  it  would  be  unwise  to 
make  basic  structural  changes  in  a  system  which  has  been  so  successful 
and  widely  accepted,  unless  and  until  there  is  very  clear  evidence  of 
the  wisdom  of  their  acceptance  by  the  American  people. 

The  Social  Security  and  ]\fedicare  program  has  been  well  accepted 
by  the  American  people  in  large  part  because  it  is  a  universal  program 
which  provides  for  eligibility  to  benefits  as  a  matter  of  statutory  right 
wath  a  minimum  of  administrative  discretion,  covering  the  rich  and  the 
poor  as  well  as  the  middle  income,  irrespective  of  race,  color,  creed,  or 
sex,  as  a  national  program  not  dependent  on  State  or  local  discretion 
with  Congress  acting  as  the  Board  of  Directors  of  the  enterprise.  The 
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Congress,  as  I  have  said,  irrespective  of  politics,  carries  out  its  func- 
tions as  the  Board  of  Directors  of  tliis  vast  Social  Security  system. 

Senator  Church.  Could  I  just  underline  that  point  by  saying  that  in 
my  own  experience  I  have  always  noticed  how  differently  people  regard 
Social  Security  and  welfare.  I  think  I  have  yet  to  find  a  person  who 
thought  that  his  Social  Security  benefits  were  related  in  any  way  to  a 
welfare  payment.  They  are  thought  of  as  matters  of  entitlement,  and 
since  everyone  does  share  in  them,  since  they  extend  to  all  persons  con- 
sidered by  the  program,  i-egardless  of  income,  there  is  no  feeling  that 
there  is  welfare  in  that  program.  It  makes  a  great  deal  of  difference  to 
so  many  people. 

Mr.  Cohen.  That  is  why  I  say.  Senator,  one  must  view  with  very 
great  concern  the  recommendations  by  many  economists  to  change  the 
financing  because  they  look  at  the  whole  mechanism  as  a  redistribution 
of  income.  I  share  their  view.  I  am  strongly  for  appropriate  redistri- 
bution of  their  income  through  our  tax  system.  But  I  want  to  be  very 
careful  that  we  don't  try  to  inject  into  the  Social  Security  system  a 
redistribution  philosophy  that  will  ruin  the  public  opinion  support 
that  you  have  just  expressed  which  the  American  people  have,  and 
transform  their  concept  of  Social  Security  from  a  right  into  a  welfare 
system.  That  would  be  a  terrible  loss. 

Senator  Church.  I  agree  with  you  completely. 

Mr.  Cohen.  The  key  aspect  of  the  Social  Security  and  Medicare  sys- 
tem has  been  its  incremental  improvement  which  has  permitted  the 
changes  to  be  successfully  inaugurated  with  careful  planning,  wide- 
spread acceptance  by  individuals  affected,  participatory  involvement 
of  groups  with  special  concerns,  and  gradual  adaptation  of  costs  by 
the  economy. 

Social  Security  Board 

If  consideration  is  to  be  given  to  any  administrative  changes  in  the 
j)rogram,  by  either  the  executive  branch  or  the  legislative  branch  or 
any  review,  then  I  would  like  to  suggest  that  one  possibility  would  be 
to  reestablish  something  like  the  original  Social  Security  Board  to  ad- 
minister the  program. 

This  boarcl  would  consist  of  three  persons,  that  is  illustrative  of 
what  the  original  board  was.  three  persons  nominated  by  the  Presi- 
dent with  the  advice  and  consent  of  the  Senate  for  6  years,  staggered 
terms,  with  no  more  than  two  members  from  any  one  political  party. 

Social  Security  is  getting  so  big  and  so  involved  and  so  complex  and 
I  have  been  so  concerned  with  the  possibility  of  political  involvement 
of  the  executive  branch  that  I  have  been  thinking  more  and  more  that 
the  Congress  ought  to  reestablish  an  independent  board  to  administer 
the  whole  program  so  as  to  be  sure  that  no  political  involvement  be- 
comes a  factor  in  the  Social  Security  system. 

I  am  not  implying  that  any  such  politics  has  been  undertaken  so 
far. 

Senator  Church.  I  think  that  in  the  last  aspect,  perhaps,  now  in  tlie 
actual  administration  of  the  program,  but  in  one  aspect,  certainly 
political  advantage  has  been  taken.  That  has  been  the  custom  of  send- 
ing out  notices  of  increases  in  Social  Security  that  bear  the  signature 
of  the  President.  This  has  happened  not  only  under  the  present  in- 
cumbent, Mr.  Nixon,  but  under  prevdous  Presidents.  It  was  all  the 
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more  glaring  this  time  because  the  20  percent  increase  the  Congress 
passed  was  strenuously  opposed  by  Mr.  Nixon,  whereas  previous  Pres- 
idents who  took  the  credit  had  recommended  the  increase  and  at  least 
to  that  extent  were  entitled. 

This  has  led  me  to  introduce  a  bill  in  the  Congress  that  would  pro- 
hibit any  President  or  any  other  elected  officer  from  giving  notice  in 
such  form  as  to  secure  an  obvious  political  benefit  from  it. 

INIr.  Cohen.  I  support  that  legislation  wholeheartedly,  Senator.  I 
believe  it  is  definitely  unwise  to  do  that.  I  have  consistently,  when  I 
was  in  office,  opposed  that.  I  w^ould  support  your  bill. 

NoxpoLiTicAL  Board  Suggested 

There  are  other  such  illustrations  that  have  come  to  my  attention 
and  I  think  the  one  way  to  do  that  would  be  to  insulate  the  whole 
Social  Security  system  by  some  kind  of  nonpolitical  board  that  would 
not  be  completely  beholden  to  whatever  administration  was  in  power. 

Senator  Chitjch.  Yes.  a  board  of  that  kind  could  send  out  the  notices 
so  people  would  understand  why  there  has  been  an  adjustment  in  their 
benefit.  That  would  take  the  political  flavor  out  of  it. 

Mr,  Cohen.  If  one  traces  the  history  of  the  Social  Security  Board 
with  regard  to  political  problems  that  took  place  between  1935  and 
1949,  one  will  see  the  courage  and  independence  of  the  Social  Security 
Board  in  handling  very  complex  political  situations. 

Senator  Church.  Wliy  was  the  board  abandoned  ? 

Mr.  Cohen.  The  board  was  abandoned  because  the  public  adminis- 
tration experts  decided  that  it  didn't  look  nice  on  an  organization  chart 
to  have  a  board  responsible  to  the  Federal  Security  Administrator.  It 
didn't  follow  what  you  learn  in  public  administration  course  607  in  the 
university  about  a  board  not  being  responsible  to  a  single 
administrator. 

I  can  reconcile  that  in  my  mind  if  one  wanted  to  follow  that  by  say- 
ing that  the  board  would  still  be  with  HEW  and  the  Secretary  would 
merely  have  the  right  to  approve  or  disapprove  regulations,  so  that 
there  would  still  be  some  overall  control.  But  inclividual  decisions 
would  be  made  by  the  board. 

But  at  that  particular  moment  it  just  didn't  appeal  to  the  chartmak- 
ers  so  it  was  abolished,  and  I  think  that  was  a  verv,  very  wrono- 
decision. 

The  benefits  of  Social  Security  should  be  further  improved.  Among 
the  changes  which  should  be  made  are :  some  additional  "drop-out" 
years  of  low  or  no  earnings  so  as  to  increase  the  average  earning-s  on 
which  benefits  are  based,  an  increase  in  the  maximum  earnings  limit 
for  contributions  and  benefits,  and  payment  of  disability  benefits  com- 
mencing with  the  5th  month  of  disability  and  to  individuals  unable  to 
engage  in  their  customary  occupation.  Or,  Senator,  you  may  use  the 
best  5  years  or  the  best  10  years  or  the  best  3  years,  as  you  do  in  the 
Civil  Service  retirement  system  so  that  benefits  more  accurately  reflect 
the  wage  of  the  most  recent  period.  This  may  begin  at  age  55  when 
they  are  unable  to  engage  in  their  customary  occupation,  as  compared 
with  the  present  law  which  says  they  must  be  unable  to  engage  in  any 
substantial  occupation. 
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Retirement  Test 

Now,  as  you  know,  the  most  difficult  social  policy  question  which  has 
arisen  in  Social  Security  has  been  with  respect  to  the  retirement  test. 
This  provision  in  the  law  has  been  criticized  more  frequently  than  al- 
most any  other.  There  are  good  reasons,  however,  for  going  slowly  on 
any  further  changes  in  this  program. 

The  law  was  amended  this  vear  again  to  increase  the  allowable  limit 
from  $2,100  a  year  to  $2,400  for  next  year.  This  results  in  a  favorable 
situation  where  a  retired  couple  can  draw  $5,000  a  year  in  tax-free 
Social  Security  benefits  plus  $2,400  in  earnings  plus  some  income  from 
investments  and  private  retirement  without  paying  any  Federal  in- 
come tax,  or  a  very  small  income  tax. 

If  any  further  consideration  is  to  be  given  to  liberalization  of 
the  retirement  test,  then  an  increase  in  the  1-percent  uicrement  to  2 
percent,  after  age  65,  should  be  given  priority.  The  repeal  of  the 
retirement  test  completelv  would  cost  $4  billion  a  year,  a  little  bit 
over  one-half  of  1  percent  of  the  payroll.  This,  in  my  opinion,  would 
be  an  undesirable  use  of  several  billion  dollars  worth  of  funds  which 
are  much  more  urgently  needed  for  higher  priority  needs,  such  as 
raising  benefits  for  the  very  lowest  income  people,  and  others  that  I 
am  suggesting. 

Keep  in  mind  that  a  repeal  of  the  retirement  test  results  in  only  a 
small  number  of  individuals  who  are  working  benefiting  from  the 
repeal  of  the  test,  with  no  improvement  in  the  benefits  for  the  mil- 
lions who  cannot  work.  Now  if  there  has  been  anything  that  has  been 
difficult  to  get  over  to  the  millions  of  American  people,  including 
many  INIembers  of  the  Senate,  it  has  been  these  facts  with  regard  to 
retirement  test. 

It  has  been  so  easy  for  someone  to  get  up  on  the  floor  and  say,  'Let 
us  increase  or  repeal  the  retirement  test.  It  is  anti-American  to  pre- 
vent somebody  from  working  when  they  want  to  work."  But  the  fact 
of  the  matter  is  that  it  would  cost  $4 "billion  a  year  to  accomplish, 
putting  money  in  at  the  wrong  end  of  the  tunnel.  Where  there  are 
still  many  aged  people  below  the  poverty  line,  I  see  no  reason  to  pay 
the  money  to  the  more  well-to-do  who  are  still  working,  would  be 
drawing  full  wages  plus  full  Social  Security  while  millions  of  other 
people  who  are  sick  and  unable  to  work  would  be  getting  inadequate 
benefits. 

Now  I  would  like  to  insert  in  the  record.  Senator,  a  table  which  I 
have  prepared  which  illustrates  that  with  the  changes  that  you  made 
this  year,  which  will  become  effective  next  year,  how  the  $2,400  retire- 
ment test,  new  test,  will  affect  people  at  different  levels.  For  instance, 
in  the  first  column,  if  a  person  earned  $2,400  and  was  also  drawing  a 
benefit  of  $300  a  month,  he  will  continue  to  get  the  $3,600  in  benefits, 
tax  free,  which  probably  is  worth  at  least  $4,500  in  gross,  plus  $2,400 
in  earnings.  This  table  carries  through  which  shows  you  that  even  a 
person  drawing  $435  a  month,  which  is  the  maximum  benefits  now 
and  his  total  earnings  were  $12,000,  would  still  be  able  to  keep  $420 
of  his  benefits. 

So  the  present  $2,400  limit  with  the  $200  would  ofl'set  over  that 
wliicli  the  increased  benefits  does  result  in  a  much  more  liberal  situ- 
ation than  years  ago.  Tliat  is  the  basis  why  I  say  go  slow  from  now 
on  in  changing  the  retirement  test  unless  and  until  you  have  remedied 
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the  social  inadequacies  for  the  poor,  because  the  present  situation  is 
very  favorable  for  people  with  good  incomes. 

EFFECT  OF  EARNINGS  FROM  EMPLOYMENT  OVER  THE  RETIREMENT  TEST  ANNUAL  EXEMPT  AMOUNT  OF  $2,400 


Benefits  (i 

in  dollars) 
Annual 

Total  earnings 

for  calendar  year  1974  ( 

In  dollars) 

Month 

2,400 

3,000 

4,000 

5,000    6,000 

7,000 

8,000 

9,000 

10,000      11 

,000 

12, 000 

12,840 

100 

1,200 

1,200 

900 

400 

0           0 

0 

0 

0 

0 

0 

0 

0 

150 

1,800 

1,800 

1,500 

1,000 

500           0 

0 

0 

0 

0 

0 

0 

0 

200 

2,400 

2,400 

2,100 

1,600 

1,  100       600 

100 

0 

0 

0 

0 

0 

0 

250 

3,000 

3,000 

2,700 

2,200 

1,700    1,200 

700 

200 

0 

0 

0 

0 

0 

300 

3,600 

3,600 

3,300 

2,800 

2,300    1,800 

1,300 

800 

300 

0 

0 

0 

0 

350 

4,200 

4,200 

3,900 

3,400 

2,900    2,400 

1,900 

1,400 

900 

400 

0 

0 

0 

400 

4,800 

4,800 

4,500 

4,000 

3,500    3,000 

2,500 

2,  OCO 

1,500 

1,000 

500 

0 

0 

1435 

5,220 

5,220 

4,920 

4,420 

3,920    3,420 

2,920 

2,420 

1,920 

1,420 

920 

420 

0 

1  Based  on  maximum  taxable  earnings  under  social  security  that  is  highest  monthly  benefit  beneficiaries,  both  65  in 
1974,  can  receive— $290  for  the  retired  worker,  $145  for  the  wife.  This  includes  the  recently  enacted  across-the-board 
increase  in  benefits  effective  for  June  1974. 

Note :  To  determine  the  total  amount  of  social  security  benefits  payable  (I)  check  the  extreme  left  column  for  a  monthly 
benefit;  (2)  then  read  across  top  row  of  figures  for  expected  yearly  earnings;  and  then  (3)  read  down  to  the  figure  on 
line  with  the  monthly  benefit.  This  would  be  the  total  amount  of  benehts  payable  based  on  expected  earningsin  the  given 
year. 

Women  who  perform  household  and  family  duties  should  be  able 
to  contribute  to  the  insurance  program  on  an  amount  equivalent 
to  the  self-employment  rate  on  the  average  earnings  of  all  women 
working  four  quarters  in  the  latest  prior  year.  Women  would  then  re- 
ceive benefits  in  their  own  right  with  the  provision  that  a  married 
woman  would  always  receive  at  least  one-half  as  much  as  her  husband 
did.  Special  consideration  should  be  given  to  assuring  equal  treatment 
for  women  and  men  in  the  program. 

It  is  my  understanding  that  Mrs.  Griffiths  is  holding  hearings  today 
in  the  Joint  Economic  Committee  on  this  issue  of  certain  problems  in 
the  program  that  relate  to  the  alleged  discrimination  of  women  in  the 
system. 

Self-Employment  Rates 

Therefore,  my  proposal  which  is  designed  in  part  to  overcome  some 
of  these  difficulties  in  that  a  wife  or  mother  or  woman  who  stays  at 
home  and  does  not  receive  regularly  earned  income  in  the  economy 
would  have  her  work  counted  for  Social  Security  at  the  presumptive 
rate  of  average  earnings  of  all  women  who  work  four  quarters  during 
the  year  and  pay,  rather  than  the  double  contribution,  the  self-employ- 
ment rates.  I  urgently  speak  to  that  as  a  possibility. 

Senator  Church.  Do  you  propose  that  as  a  voluntary  proposition? 

Mr.  Cohen.  I  would  prefer  that  it  be  compulsory.  In  other  words, 
as  is  true  of  domestic  service.  When  my  wife  employs  a  domestic  she 
is  required  to  pay  contributions  on  the  person  who  works  for  us, 
which  we  do,  I  would  hope  that  it  could  be  compulsory,  but  I  think  you 
would  have  to  examine  that  because  there  may  be  some  women  and 
some  households  which  would  not  favor  it.  But  I  would  prefer  some 
exploration  of  the  point  to  see  how  far  it  could  be  made  workable  be- 
cause I  think  it  would  help  to  overcome  a  major  difficult}^  in  the 
program. 

Now  another  point  that  is  frequently  overlooked  in  the  discussion 
of  the  program  is  that  general  revenues  are  already  approaching  one- 
third  of  the  cost  of  the  overall  Social  Security  program,  if  you  take 
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the  program  in  the  Social  Security  Act.  In  the  calendar  year  1972, 
total  outlays  for  old  age,  survivors  disability  insurance,  Medicare,  and 
the  public  assistance  programs  in  the  Social  Security  Act  were  $70.7 
billion,  and  general  revenues  on  that  portion  paid  by  the  Federal  Gov- 
ernment and  the  State  would  not  apply,  where  the  Federal  Govern- 
ment pays  for  Federal  employees  included  in  that  prior  contribution, 
not  a  general  revenue,  because  the  Federal  Government  is  acting  in  its 
employer  relationship,  and  these  general  revenues  were  29  percent  of 
the  total  employer  contribution. 

The  total  employer  contribution  is  $25.5  billion  for  36.1  percent. 
Employee  contributions  are  $24.6  billion  for  34.8  percent.  General 
revenues  are  $20.6  billion  for  29.1  percent.  It  is  a  total  of  $70  billion, 
of  which  the  general  revenue  here  was  made  up  of  public  assistance, 
payments  to  iminsured  individuals,  and  governmental  contributions 
toward  part  B  of  Medicare. 

Senator,  general  revenues  are  already  being  widely  used  as  outlays 
for  1974  and  will  be  substantially  larger  overall  and  for  each  of  the 
three  sources.  As  the  components  of  the  Social  Security  system  are 
modified,  we  should  consider  reallocating  the  general  revenue  portion 
in  a  more  satisfactory  way  than  at  present,  as  between  public  assist- 
ance and  social  insurance. 

National  Health  Insurance 

While  there  is  merit  to  the  idea  of  reducing  the  impact  of  the  pay- 
roll tax.  such  action  should  not  be  taken  without  full  consideration  by 
the  Congress  of  its  impact  on  present  and  future  programs,  including 
national  health  insurance.  If  you  are  going  to  add  national  health 
insurance  and  include  extra  cost,  then  you  have  an  opportunity  to 
reallocate  the  employer,  employee,  and  general  revenue  financing  at 
that  particular  moment,  because  it  will  involve  reallocation  of  cost. 

A  basic  change  in  the  financing  of  the  Social  Security  system  might 
open  the  possibility  that  a  future  administration  or  Congress  would 
change  the  program  to  include  an  income  and/or  assets  test  in  the 
cash  benefits.  The  strong  public  support  for  the  Social  Security  sys- 
tem is  that  most  individuals  want  to  have  to  have  their  benefits  come 
to  them  without  any  such  investigation  which  they  associate  with  the 
"welfare"  system,  as  you  pointed  out.  Senator. 

When  you  have  a  delicate  mechanism  working  well  and  paying  30 
million  people  every  month,  and  let  me  tell  you  if  those  people  don't 
get  their  check  by  9 :15  on  the  morning  of  the  day  it  is  supposed  to 
come,  they  call  their  Social  Security  office.  We  should  be  sure  we  don't 
tinker  with  this  system  in  a  way  which  may  destroy  its  psychological 
and  political  acceptance. 

Senator,  I  have  prepared  two  items  which  I  would  like  to  put  in 
the  record.  One  is  a  memorandum  in  which  I  have  taken  the  source  of 
the  funds  in  Canada,  Germany,  and  Norway,  and  the  United  Kingdom 
to  show  you  that  other  countries  do  finance  their  Social  Security  sys- 
tem differently  than  we  do.*  I  am  not  maintaining  that  the  Avay 'we  fi- 
nance our  system  is  the  only  way,  or  even  the  tjest  way.  There  are 
other  ways  of  doing  it,  but  if  you  are  going  to  make  a  change,  study 
the  foreign  experience  somewhat  carefully  and  don't  make  a  change 


*See  p.  271,  Sources  of  Funds  in  Selected  Old  Age  Security  Programs  Abroad. 
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that  will  disrupt  the  system  so  perfect  to  the  American  needs  without 
careful  consideration. 

I  have  then  done  something  which  I  would  like  to  talk  about  which 
is  entitled,  "An  Illustrative  Model  of  Changed  Financing  of  Social 
Security,"*  In  this,  I  have  listed  seven  different  ways  in  which  Social 
Security  can  be  modified,  most  of  which  I  am  not  in  support  of.  I 
have  listed  them  here  to  indicate  to  you  different  ways  in  which  they 
could  be  modified  but  which  involve  many  times  very  difficult  matters 
of  policy. 

However,  there  are  some  items  in  those  models,  Nos.  5,  6,  and  7, 
which  do  have  merit  and  might  warrant  consideration  after  very,  very 
careful  review  of  the  alternatives. 

Senator  Church.  These  schedules  will  be  included  in  the  record 
following  your  remarks. 

Mr.  Cohen.  The  financing  basis  of  Social  Security  should,  in  my 
opinion,  be  modified  so  as  to  reduce  the  burden  on  low-income  earners 
and  make  the  financial  incidence  less  regressive.  The  proposal  ad- 
vocated by  Senator  Russell  Long  of  the  Senate  Finance  Committee, 
which  has  passed  the  Senate  by  an  overwhelming  vote  in  1972  as  a 
part  of  H.R.  1,  to  refimd  to  low-income  individuals  10  percent  of  their 
earnings — rougMy  the  combined  Social  Security  contribution — war- 
rants support. 

That  particular  measure  would  have  cost  about  a  billion  dollars  and 
would  have,  in  effect,  relieved  the  low-income  people  of  their  con- 
tributions. But  the  value  of  that  approach  by  Senator  Long  as  rec- 
ommended seems  to  me  to  have  great  merit.  The  individual  pays  his 
contribution — the  employer  and  the  employee,  like  everyone  else — so 
he  has  a  psychological  and  political  degree  of  support  for  the  progi-am. 

Then  if  Congress  wishes,  through  the  Federal  income  tax,  to  give 
part  or  all  of  that  as  a  refund,  as  they  do  to  many  other  people  imder 
circumstances,  the  refund  could  come  through  the  annual  income  tax 
in  such  proportion  Congress  determined  and  such  consideration  paid 
out  of  the  general  revenue.  So  you  would  have  an  alleviation  of  the 
burdensome  extent  of  the  tax  while  at  the  same  time  the  individual 
would  have  the  psychological  effect  of  having  made  his  contribution 
to  the  system. 

In  addition.  Senator,  a  Federal  contribution  out  of  general  rcA'enues 
should  be  considered  for  meeting  the  cost  of  benefits  paid  to  individ- 
uals with  less  than  40  years  of  contributions  which  were  not  covered  by 
the  combined  employer,  employee  contributions. 

What  I  mean  by  that  in  this :  The  system  was  roughly  set  up  on  an 
individual  contributing  approximately  45  years  to  the  system,  from 
age  20  to  65,  on  the  assumption  that  the  individual  contributed  the 
full  45  years,  and  the  employer  and  employee  contributions  would  be 
sufficient  to  pay  the  benefits  without  any  general  revenue  financing 
from  the  Government. 

Drawing  More  Benefits  Now 

Now  in  the  ensuing  period,  from  1940  when  benefits  began  until 
now,  individuals  are  drawing  benefits  far  in  excess  of  their  contribu- 
tion. Every  individual  who  now  draws  benefits  has  only  paid  a  frac- 

•See  p.  271. 
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tion  of  his  or  her  cost,  including  the  vahie  of  the  interest  on  their  con- 
tribution. That  cost  inevitably  must  come  out  of  either  higher  em- 
ployer contributions  than  would  otherwise  be  necessary,  or  a  general 
revenue. 

Therefore,  I  favor  at  some  point  when  Congress  has  the  money, 
Congress  paying  the  difference  between  the  cost  of  what  the  individ- 
ual paid  for  his  benefit  and  what  the  benefit  did  produce,  which  is 
roughly  about  one-third  of  the  total  cost  of  benefits  in  perpetuity. 
That  seems  to  me,  if  you  want  to  reduce  the  contribution  rates  at  some 
point  and  have  a  logical  method  of  introducing  a  general  revenue  sub- 
sidy, that  is  an  intelligent,  rationale  way  which  pension  systems  use 
to  finance  the  transitional  cost  when  the  S3^stem  has  started  with  the 
longrun  cost. 

My  models  that  I  have  indicated  here  would  indicate  to  you  that  at 
some  time  you  could  reduce  the  5.85  percent  on  the  employer,  if  you 
wanted  to,  on  the  employee,  or  both,  or  any  proportion  of  it,  and  put 
in  a  general  revenue,  the  difference  between  that  unfinanced  deficit 
that  grew  out  of  the  transition  until  the  development  of  a  Social 
Security  program. 

Now  I  favor  that  rather  strongly  as  against  the  Brookings'  sug- 
gestion of  introducing  some  kind  of  dependence  benefits  or  other  Fed- 
eral income  tax  philosophy  in  the  payroll  tax.  That  seems  to  me  to  lend 
itself  to  inevitably  have  people  think  of  it  as  a  welfare  program.  I 
said  earlier  at  all  costs  I  don't  want  to  do  that. 

So  if  you  feel  as  one  of  the  studies  in  the  future  direction  of  Social 
Security  that  there  has  to  be  some  adjustment  to  the  employer,  em- 
ployee tax  rate,  I  am  going  to  suggest  that  a  little  bit  more,  then 
investigate  the  philosophical  approach  of  introducing  a  Government 
subsidy  for  what  I  call  the  deficit  that  has  accrued  during  the  transi- 
tional period. 

Increasing  Maximum  Earnings  Base 

Now  the  maximum  earnings  base  for  contribution  and  benefits 
should  be  increased  so  that  the  coverage  is  approximately  the  same 
as  when  the  Congress  adopted  the  $3,000  limit  in  1939.  That  is  still 
beyond  $12,600  at  the  present  time.  I  do  not  know  what  the  exact 
amomit  would  be  by  the  latest  figures,  but  I  believe  it  is  somewhere 
between  $16,000  and  $18,000  on  the  maximum  base  to  be  comparable 
with  $3,000  in  1939.  It  stands  to  reason  that  if  $3,000  was  the  right 
figure  in  1939  and  wages  are  about  five  or  six  times  more  today  than 
they  were  in  1939,  that  $18,000  is  the  more  correct  figure  than  $12,600. 

Now  that  would  bring  in  more  income  that  would  help  you  reduce 
the  5.85  percent  of  the  payroll  tax  so  that  if  you  wanted  to  reduce  the 
rate,  you  could  increase  the  base  and  you  could  produce  exactly  the 
same  amount  of  money  in  the  system  and  reduce  the  rate  by  increasing 
the  base. 

Senator  Fong.  How  many  people  are  earning  $20,000  ? 

Mr.  Cohen.  I  don't  Imow  the  exact  number  offhand,  but  the  income 
on  it  is  substantial.  It  is  probably  in  the  neighborhood— like  5.85  you 
might  be  able  to  reduce  it  to  5.5  or  5.4.  I  don't  know  the  exact  figure 
offhand.  But  the  wages  have  gone  up  substantially  5  to  6  percent  a 
year  in  recent  periods.  What  was  normally  thought  as  $10,000  to 
$15,000  has  been  going  up.  The  exact  figures  can  be  obtained  from  the 
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Social  Security  Administration.  If  you  would  ask  them  how  much 
more  money  you  would  receive  by  any  figure,  if  you  want  to  say 
^:iO,000  or  $18,000,  they  will  tell  you  how  much  you  could  reduce  the 
payroll  tax  rate  without  a  comparable  amount  of  income  from  the 
wa^e. 

Senator  Fong.  But  it  wouldn't  be  very  much,  would  it,  because  the 
number  of  people  earning  more  than  $15,000  is  small? 

Mr.  ConEx.  But  you  may  be  able  to  reduce  it  from  5.85  percent.  That 
is  all  I  am  saying. 

Senator  Fong.  What  you  are  really  saying  is  that  we  should  put 
more  burden  on  the  people  who  earn  more. 

Mr.  Cohen.  Yes,  sir,  that  is  correct.  Now  they  get  higher  benefits, 
too,  don't  forget  as  a  result  of  earnings  going  up.  As  you  raise  the 
point  from  $12,600  to  $18,000  they  are  going  to  get  more  benefits  at 
$18,000  than  they  will  get  at  $12,600.  So  they  will  benefit  from  it. 

Producing  More  Income  and  Benefits 

The  combined  employer,  employee  tax  will  produce  more  income 
and  benefits  and  therefore  you  can  reduce  the  rate  when  you  increase 
the  maximum  wage  base.  What  Congress  has  done  so  far,  what  you  did 
this  year  when  you  increased  the  base  from  $12,000  to  $12,600,  that 
extra  income  that  you  got  was  to  finance  the  $2,100  increase  in  the 
retirement  benefit  to  $2,400.  That  is  why  you  had  to  go  up. 

Senator  Church.  You  mean  the  retirement  test? 

Mr.  Cohen.  Yes.  So  the  $600  increase  in  the  maximum  earnings  base 
brings  you  in  enough  money  to  increase  the  retirement  test  $300.  That 
is  how  the  financing  was  kept  sound.  I  think  Congress  was  very  wise 
and  responsible  in  doing  it,  but  it  is  a  case  of  how  you  can  do  some- 
thing on  the  benefit  side  or  the  tax  side  by  changing  the  maximum 
earnings  base. 

In  my  opinion,  a  maximum  base  of  $20,000  should  be  established 
for  1975  on  the  assumption  that  $20,000  in  1975  is  approximately 
equal  to  $8,000  in  1939.  Now  if  I  am  wrong,  the  correct  figures  by 
analysis  should  be  substituted. 

An  immediate  step  should  be  taken  to  include  high-cost  continuing 
prescription  drugs  in  the  Medicare  program  and  to  provide  hearing 
aids  and  glasses  with  appropriate  cosharing  of  costs. 

Parts  A  and  B  of  "Medicare  should  be  combined  to  relieve  the  aged 
person  of  contributions  to  part  B  after  retirement.  While  I  was  a 
party  to  the  decision  in  the  Ways  and  Means  Committee  in  1965  that 
levies  the  cost  of  part  B  on  beneficiaries  after  retirement,  I  happen  to 
believe  that  that  is  one  of  the  most  disadvantageous  parts  of  the  pro- 
gram. Because  after  you  retire  and  your  income  has  declined,  to  make 
older  people  pay  after  they  are  retired,  it  is  less  desirable  as  compared 
with  putting  the  cost  on  while  you  are  still  working  and  are  not  retired. 

Therefore,  I  strongly  prefer  shifting  the  cost  to  working  people  and 
their  employer  rather  than  to  retired  people  after  they  retire.  It  is 
much  more  difficult  for  my  aunt  of  95  years  of  age  to  pay  her  $5.80  or 
$6,  or  whatever  it  is,  at  95  than  it  would  have  been  for  her  to  contribute 
that  cost  when  she  was  50  or  55  as  part  of  the  Social  Security  and 
Medicare  program. 
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Relief  for  Older  People 

Therefore,  I  believe  that  one  of  the  highest  priorities  for  the  Con- 
gress to  consider  is  combining  part  A  and  part  B  so  that  the  employer, 
employee,  and  the  general  government,  as  it  is  in  part  B,  would  share 
the  total  cost  of  part  A  and  part  B.  I  think  that  would  relieve  older 
people,  the  20  million  people  who  have  to  pay  this  roughly  $6  of  the 
cost  and  put  it  in  a  much  more  orderly  and  sensible,  rational  manner. 

Senator  Chtjrch.  It  would  also  have  the  effect,  would  it  not,  of 
giving  everyone  the  protection  of  part  B  ? 

Mr.  Cohen.  Yes,  but  as  you  know,  the  1972  amendments,  thank  good- 
ness. Congress  again  showed  its  wisdom  by  putting  in  a  provision  which 
says  that  you  are  automatically  in  part  B  unless  you  elect  out.  That  is 
a  very  sensible  provision.  I  must  say  that  if  that  law  had  been  in  effect 
previously  I  would  have  saved  $7,000  myself  by  the  virtue  of  one  of 
my  relatives  who  did  not  see  the  wisdom  of  this  and  who  became  ill. 

Senator  Church.  But  there  is  still  that  possibility  under  the  present 
program  ? 

Mr.  Cohen.  Yes. 

Senator  Church.  There  are  a  number  of  elderly  people  to  whom 
the  $6  a  month  is  very  large  and  who  consider  themselves  in  good 
health  and  don't  realize  the  extent  of  the  protection  they  get.  There- 
fore, they  elect  not  to  put  in  the  $6  a  month,  and  when  stricken  they 
have  to  pay  the  whole  doctors  bill.  Then  they  suddenly  realize  what 
a  serious  mistake  they  made. 

Mr.  Cohen.  They  not  only  make  a  serious  mistake,  but  two  things 
happen.  Either  then  the  doctor  has  to  share  part  of  the  cost  or  the 
relatives  do,  or  they  have  to  go  on  Medicaid  so  that  you  and  I  have 
to  pay  the  cost  out  of  general  taxes  anyway. 

Senator  Church.  Yes.  I  think  your  suggestion  that  the  two  parts 
be  combined  and  paid  for  in  a  different  manner  than  the  benefit  be 
made  universal  for  all  coming  within  the  protection  of  the  coverage 
of  the  program  is  good. 

Mr.  Cohen.  I  would  not  only  support  that,  but  I  would  say  it  is  a 
very  high  priority  item,  if  you  want  to  help  older  people  today,  now, 
not  20  years  from  now,  with  some  kind  of  coverage  and  be  a  high- 
priority  item. 

The  Secretary  of  Health,  Education,  and  Welfare  should  be  author- 
ized to  establish  a  local,  regional,  or  State  fee  schedule  for  some  or  all 
procedures  where  this  would  be  deemed  to  be  necessary  or  desirable 
to  the  effective  operation  of  the  program.  The  Secretarj^^  would  be 
required  to  hold  a  public  hearing  on  the  proposal  in  the  area  covered 
by  such  a  schedule. 

Single  Standard  of  Fees 

Mr.  Chairman,  I  opposed  this  idea  in  1905  in  tlie  Ways  and  Cleans 
Committee  when  we  first  constructed  Medicare.  I  felt  then  that  what 
we  now  have  in  the  law  was  the  right  way  to  do  it.  But  on  the  basis  of 
experience  and  my  studies  of  the  programs  in  the  last  2  years,  I  would 
favor  putting  an  optional  provision  in  the  law  that  would  make  it 
possible  for  the  physicians  and  the  people  of  Idaho  to  decide  that 
they  would  rather  have  a  fee  schedule,  for  the  Secretary  to  have  a 
fee  schedule  in  Idaho,  even  though  there  was  not  one  in  Hawaii,  oi 
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vice  versa.  In  other  words,  we  now  have  a  single  standard  for  the  whole 
Nation  on  how  to  determine  physicians'  fees. 

I  am  now  saying  let  us  introduce  a  little  flexibility.  We  have  had 
enough  experience  to  introduce  a  flexible  administrative  device  on 
the  way  to  determine  phyisicians'  fees.  Now,  this  is  a  combination  of 
economics  and  politics.  I  therefore  do  not  propose  that  Ave  do  some- 
thing for  the  whole  United  States  if  the  physicians  and  people  are 
against  it,  but  if  Hawaii  would  rather  have  a  fee  schedule  and  the 
fee  schedule  worked  out  approximately  to  the  same  cost  customar}^  in 
the  present  laAV,  then  what  I  am  proposing  is  an  amendment  in  the 
law  that  will  enable  the  people  of  Hawaii  to  come  to  the  Secretary  of 
HEW  and  say,  "Authorize  a  fee  schedule  with  a  public  hearing." 
Naturally  there  are  going  to  be  some  people  for  it  and  some  people 
against  it,  but  by  this  method  we  would  try  to  see  what  the  majority 
and  prevailing  view  would  be. 

If  enough  people  wanted  it,  the  Secretary  would  put  it  in  effect. 
I  am  not  saying  that  this  is  a  method  of  primarily  reducing  payment 
to  physicians.  That  is  not  the  point.  This  is  not  an  economy  measure. 
It  is  primarily  a  measure  for  making  physicians  and  patients  happier 
about  knowing  exactly  what  the  fee  is.  The  value  of  the  fee  schedule 
is  that  you  have  a  piece  of  paper  to  look  at  the  amount.  The  doctor 
knows  what  it  is  going  to  be.  The  patient  knows  what  the  cost  is. 
Maybe  the  patient  and  physicans  will  be  happier,  but  I  am  saying 
if  they  are  not,  then  don't  put  it  in  effect. 

Additional  Fee  Charges 

Senator  Church.  What  do  you  think  about  the  present  option  in 
the  law  that  permits  some  doctors  to  charge  additional  fees  over  and 
above  the  reasonable  allowance  with  the  customary  allowance  made 
to  them  for  services  they  perform  by  Medicare  ? 

Mr.  Cohen.  I  was  a  partner  in  that  decision,  again,  oii  the  Ways 
and  Means  Connnittee  in  19G5.  I  say  that  to  you  so  you  don't  think  I 
am  trying  to  evade  my  original  decisionmaking  responsibilities.  I 
think  that:  was  the  only  decision  to  make  in  the  very  controversial, 
highpitched,  ideological  situation  of  1695.  I  still  think  that  if  an  indi- 
vidual wishes  knowingly  to  go  to  an  outstanding  specialist  who 
charges  twice  as  much  as  the  ordinar}^  physician  and  then  he  wants  to 
pay  the  difference,  one  has  to  allow  that  sort  of  a  situation.  This  is  the 
reason  why  I  prefer  rather  than  changing  that  which  would  involve 
a  curtailment  the  right  of  both  the  patient  and  physician.  I  favor  a  fee 
schedule  arrangement  which  would  hold  out  what  the  persons  would 
get  and  the  physicians  would  get. 

Senator  Church.  Would  the  fee  schedule  be  binding  ? 

Mr.  Cohen.  No,  it  would  not  be. 

Senator  Church.  I  don't  know  whether  you  appreciate  how  much 
confusion  this  has  caused. 

Mr.  Cohen.  Yes,  I  do. 

Senator  Church.  I  think  the  chief  criticism  I  get  on  ]Medicare  is 
that  dealing  on  this  particular  point.  People  don't  understand  why,  if 
they  elect  to  go  to  a  doctor  and  they  receive  the  ser^dces.  Medicare 
covers  part  of  it  and  they  get  an  additional  bill,  while  their  neighbor 
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is  going  to  another  doctor  with  comparable  service  and  Medicare 
takes  care  of  the  entire  bill.  Of  course,  there  is  an  explanation,  but 
they  don't  understand  it  and  it  is  not  explained  to  them  when  they 
go  to  the  doctor. 

Your  classic  case  of  going  to  a  specialist  is  one  case  in  a  hundred 
where  someone  knowing  the  law  elects  to  go,  knowing  full  well  that 
he  is  going  to  be  charged  an  additional  amount  for  services  of  a 
specialist.  But  the  typical  case  that  occurs  all  the  time,  not  the  excep- 
tional case  you  cite,  the  typical  case  is  a  pereon  who  just  goes  to  a 
doctor  in  the  community  out  of  force  of  habit  and  has  no  idea 
whether  that  doctor  has  elected  to  accept  the  fee  that  Medicare  pro- 
vides or  whether  he  hasn't. 

So  there  is  a  widespread  belief  that  Medicare  is  not  giving  equal 
treatment  to  people. 

Mr.  Cohen.  That  is  a  very  difficult  problem.  But  if  you  require  a 
physician  against  his  will  to  take  the  fee  that  the  Government  plan 
provides,  then  he  might  refuse  to  participate  in  the  system  and  there- 
fore you  lose  his  services  completely. 

Senator  Church.  Right.  But  suppose  we  were  to  simply  say  doc- 
tors aren't  compelled  to  participate  in  the  system.  They  may  elect 
to  do  so  or  not  to  do  so,  depending  on  their  choice.  But  it  must  be 
made  clear  to  the  patients  who  come  to  them  who  are  eligible  for 
Medicare  and  that  the  doctor  is  obliged  then  under  the  law,  whether 
or  not  he  accepts  and  is  a  party  in  the  program.  I  think  if  that  is  the 
approach  that  95  percent  of  the  doctors  would  participate  in  it.  Now 
they  get  it  both  ways.  They  can  get  Medicare  money  and  add  on  as 
much  as  they  please. 

]\Iat.practice  Insurance 

Mr.  Cohen.  Let  me  say  that  while  I  sympathize  with  what  you 
have  said,  there  is  still  so  much  political  agitation  among  physicians 
in  this  country  by  15  or  20  percent  of  the  physicians,  and  I  can  say 
to  you  that  I  know  this  very  intimately,  that  I  would  be  worried 
that  the  percentage  would  be  higher  than  what  you  have  indicated. 

Therefore,  I  would  favor  as  a  step  what  I  would  call  an  incen- 
tive approach  rather  than  a  compulsory  approach.  IVIy  suggestion 
for  dealing  with  this  is  that  any  doctor  who  agrees  to  take  full  pay- 
ment would  get  a  free  malpractice  insurance  policy  from  the  Federal 
Government.  In  other  words,  it  would  put  a  carrot  into  the  law.  Doc- 
tors today  are  having  to  pay  very  heavy  insurance  costs  for  malprac- 
tice insurance.  They  are  extremely  troubled  with  the  cost.  JNIost  in- 
surance companies  are  losing  money  on  malpractice. 

But  in  my  opinion,  if  the  Federal  Government  said  to  the  doctor, 
"We  will  give  you  a  $250,000  malpractice  insurance  at  either  free  or  10 
percent  cost,  provided  when  you  take  that  that  you  could  accept  full 
payment  from  the  Federal  Government." 

I  think  my  plan  would  achieve  the  same  results  you  do.  You  would 
also  substantially  reduce  the  cost  of  malpractice  insurance,  which  is  a 
difficult  thing. 

Senator  Church.  That  is  an  interesting  suggestion.  It  gets  at  the 
same  problem  in  a  different  way.  In  my  experience,  though,  the  doctors 
were  almost  totally  opposed  to  this  program  and  raised  large  political 
war  chests  to  campaign  against  it,  to  propagandize  against.  I  have  had 
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practically  no  protest  from  the  doctors  since  the  enactment  of  ISIedi- 
care.  I  can't  recall  receiving  letters.  I  am  sure  I  haven't  received  more 
than  a  handful  of  letters  in  all  the  years  Medicare  has  been  in  effect 
from  these  very  doctors  who  so  adamantly  were  against  it. 

So  I  think  the  degree  of  acceptance  of  the  program  today  among 
doctors  is  maybe  larger  than  you  think. 

Mr.  CoHEx.  The  only  thing  I  could  say  to  that  is  that  if  the  doctors 
are  not  sending  their  letters  to  you,  they  are  sending  them  to  me,  be- 
cause doctors  continue  to  write  me  about  their  various  objections  and 
problems.  They  have  somewhat  mistaken  ideas  about  all  of  these  things 
that  they  don't  like  and  that  I  wrote  them  in  at  the  time  I  had  the 
responsibility  for  doing  this.  i 

Xevertheless,  I  think  you  are  correct  that  there  is  a  great  degree  of 
phvsician  acceptance.  But  let  me  tell  you  what  my  view  is.  We  are 
going  to  enact  in  this  country  national  health  insurance  in  the  next 
few  vears.  I  do  not  want  to  put  any  more  things  into  the  Medicare  law 
than  absolutely  necessary  until  we  have  worked  out  with  the  physicians 
as  to  how  to  handle  the  key  elements  in  the  national  health  insurance. 

Fee  Schedule  Arraxgi:mknt 

Therefore,  that  is  the  reason  why  I  am  suggesting  this  fee  schedule 
arrangement,  quite  frankly.  I  would  like  to  experiment  in  INIedicare 
with  a  method  for  the  handling  of  physician's  fees  and  if  it  works,  you 
would  be  able  to  say  this  is  a  workable  method  to  handle  national  health 
insurance. 

We  have  about  five  or  six  big  major  problems  to  be  handled  in  the 
national  health  insurance  system,  all  of  which  you  can  see  in  sort  of  a 
pristine  purity  in  the  programs  foi-  20  million  people.  My  suggestion 
is  do  those  now  so  that  you  have  the  next  2  or  3  years  of  experience.  If 
that  doesn't  work,  try  something  else.  Maybe  your  suggestion  is  better 
than  mine.  But  I  have  three  or  four  suggestions  in  here  which,  I  think 
if  you  will  do  what  Senator  Ribicoff  is  ahvays  saying  in  the  Finance 
Committee,  don't  do  something  for  the  whole  Nation  en  bloc  until  you 
tested  it  out  a  little.  You  have  a  terrific  opportunity  now  where  we  can 
test  out  the  Medicare  program,  some  of  these  points  we  are  discussing, 
witliout  forcing  them  on  200  million  people. 

Senator  Church.  I  agree  with  that. 

My.  Cohen.  Now,  many  allegations  have  been  made  about  the  phy- 
sicians income  under  INIedicare  and  ^ledicaid  programs.  There  have 
been  individual  cases  of  fraud  and  abuse  which  should  be  stopped. 
There  should  be  continued  monitoi-ing  of  the  fees  and  costs,  and  any 
irregularities  rectified.  But  on  the  whole.  Mr.  Chairman,  in  my  opin- 
ion there  is  no  evidence  so  far  that  physicians  as  a  group  liave  reaped 
rewards  out  of  line  with  the  increased  cost  of  living  and  earnings  in 
otlier  areas,  or  that  they  have  suffered  any  injustice  under  the  pro- 
gram in  terms  of  their  incomes. 

A  sound  program  of  health  insurance  necessitates  that  all  providers 
of  care  recei^-e  reasonably  adequate  compensation  commensurate  with 
their  education,  skill,  experience,  and  responsibility. 

Now,  my  opinion.  Senator,  is  this:  I  don't  believe  we  ought  to 
flag  unnecessarily  the  point  in  these  health  insurance  systems  that  the 

20-786— 73— pt.  4 4 


258 

major  political  problem  is  that  physicians  are  getting  paid  too  much. 
Sure,  I  can  show  you  individual  cases  where  that  is  so.  But  as  a  gi-oup 
of  300,000  people  in  this  country,  I  don't  think  that  is  so. 

Inefficient  Delivery  of  Medical  Care 

I  think  the  problem  is  that  we  have  an  inefficient  method  of  deliver- 
ing medical  care,  not  that  individual  physicians,  taken  as  a  whole,  a 
group  of  300,000,  are  getting  incomes  that  are  out  of  line  with  their 
education,  training,  experience,  and  responsibility. 

Therefore,  I  would  like  to  see  Congress  redirect  its  emphasis  from 
the  income  side  to  the  change  in  the  delivery  system.  That  seems  to 
me  to  be  more  fruitful.  For  instance,  if  you  could  reduce  the  volume 
of  hospitalization  in  this  country  by  1  day,  or  by  one-half  a  day,  30U 
Avould  be  saving  billions  of  dollars. 

That  is  a  difficult  problem,  but  that  is  what  I  think  ought  to  be 
done.  I  understand  that  as  an  individual  and  a  taxpayer,  and  I  feel 
the  same  way  myself  Avhen  I  get  too  high  a  bill.  But  fees  are  not  the 
No.  1  priority  in  the  reallocation  of  responsibilities  of  the  medical 
system. 

The  recent  amendment  that  Senator  AVallace  Bennett  offered  of  pro- 
fessional standards  review  organization  for  Medicare  and  Medicaid  is 
very  sound.  I  completely  support  Senator  Bennett's  amendment  which 
is  under  vigorous  opposition  by  a  number  of  physicians  in  a  number 
of  States.  Professional  responsibility  for  professional  Medicare  judg- 
ments, in  my  opinion,  should  be  encouraged,  as  I  have  said,  to  phy- 
sicians who  have  gotten  in  touch  with  me. 

If  the  doctors  don't  take  this  professional  responsibility  and  do  it, 
there  is  only  one  other  way  it  can  be  done.  That  is  by  Government.  So 
if  the  doctors  don't  want  to  cooperate  with  the  Bennett  amendment.  I 
think  they  are  being  very  foolish,  and  inevitably  it  will  be  that  Con- 
gress will  have  to  enact  other  amendments  placing  that  responsibility 
on  the  ^ledicare  program,  which  I  would  like  to  avoid. 

So  I  hope  that  they  will  take  to  heart  Senator  Bennett's  amend- 
ment in  this,  and  I  might  say  I  don't  see  how  anybody  could  say 
that  Senator  Bennett  is  a  radical  in  advocating  the  amendment  which 
is  placing  the  responsibility  on  the  physicians. 

In  addition,  the  Congress  should  seek  to  develop  other  measures 
to  assure  consumer  advice  in  the  medical  program  in  appropriate 
ways. 

For  instance,  the  very  point  that  you  mentioned.  Senator,  just  a 
few  moments  ago.  I  tliink  the  the  consumer  does  not  understand 
a  number  of  very  complex  points  in  the  Medicare  program.  I  ad- 
vocate very  strongly  when  you  come  to  amend  the  Older  Americans 
Act  that  you  put  some  legislative  authority  in  there  and  some  funds 
for  development  of  consumer  roles  in  these  health  programs ;  that  is, 
some  way  by  which  the  consumer  knows  both  in  Medicare  and  Medi- 
caid and  private  insurance  on  what  his  rights  are  and  what  his  re- 
sponsibilities are. 

National  Health  Insurance 

Now,  shifting  over  to  the  broad  question  of  national  health  in- 
surance. A  national  health  insurance  plan  covering  all  persons  in 
the  Nation  should  be  adopted  on  an  incremental  basis  which  would 
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becoiue  effective  over  a  period  of  about  5  years  in  order  to  enable 
administrative  implementation  to  be  effective,  efficient,  and  appro- 
priate to  conditions  throng-hout  the  Nation. 

A  basic  improvement  in  the  INIedicaid  prog-ram  should  be  taken 
along  the  lines  suggested  by  Senator  Long.  Basic  medical  benefits 
would  be  supplied  to  low-income  individuals  through  the  Medicare 
program.  The  cost  of  these  benefits  would  be  met  by  the  Federal  Gov- 
ernment, thus  relieving  the  States  of  part  of  the  present  costs  of 
Medicaid. 

In  view  of  the  fact  that  the  distinguished  chairman  of  the  Sen- 
ate Finance  Committee  has  introduced  this  amendment  which  would 
relieve  the  cost  of  Medicaid  on  the  States  and  put  low-incouie  individ- 
uals in  the  same  situation  as  if  they  were  under  Medicare,  it  seems 
to  me  to  offer  very  promising  studies  on  the  part  of  your  commit- 
tee, which  I  think  would  greatly  enhance  the  protection  of  older 
people,  50  years  of  age  and  over. 

Full  Coverage  After  2  Years 

A  second  change  would  be  to  add  to  the  Medicare  program  major 
medical  benefits  which  would  jirovide  hospital  coverage  after  30  days 
and  the  physician-related  services  after  a  cost  of  $1,000.  The  legisla- 
tion could  pi'ovide  that  after  2  years  the  amount  would  be  reduced 
to  15  days  and  $500.  And  after  2  additional  years,  the  amount  would 
be  really  to  assure  full  coverage. 

In  my  opinion,  what  I  am  suggesting,  Senator,  is  that  we  go  into 
this  on  a  phase  or  incremental  basis.  It  is  such  a  monumental  ad- 
ministrative problem,  and  I  speak  now  in  my  previous  capacity  of 
having  the  administrative  i-esponsibilities  for  this  program,  don't 
try  to  enact  the  millouium  all  at  one  time.  Just  like  it  is  unwise  to 
eat  all  of  your  three  meals  at  once.  It  would  be  much  more  efficient 
to  eat  your  three  meals  at  once.  It  would  save  a  lot  of  time,  and  my 
wife  would  save  on  washing  wishes,  but  you  would  get  indigestion. 

When  you  come  to  the  national  health  insurance.  I  think  you  should 
break  it  up  into  three  meals  and  do  part  of  it  for  a  year  or  two  and 
give  the  Government  a  chance  to  have  experience,  then  go  to  part  2 
and  part  3.  So  I  have  suggested  here  what  might  be  done. 

Another  change  would  be  to  add  to  the  Medicare  program  maternity 
benefits,  prenatal  and  postnatal  medical  service.  This  program  would 
include  medical  benefits  for  the  child  during  the  first  year  of  life,  in- 
cluding all  remedial  medical  benefits  necessary  to  assist  in  the  correc- 
tion of  any  defects. 

Now,  I  think  this,  or  something  like  this,  is  a  much  more  sensible 
way  of  going  at  extending  health  protection  to  the  30  million  people, 
or  the  people  in  the  United  States  who  have  less  than  adequate  pro- 
tection. This  would  enable  us  to  do  what  we  haven't  done  in  other  pro- 
grams. Phase  it  in,  get  managerial  experience,  get  the  American  ])eo- 
ple  and  the  physicians  to  participate,  and  do  it  in  a  more  fi'iendly, 
cooperative  manner. 

Senator  Fong.  All  the  changes  which  you  are  proposing  in  the  na- 
tional health  insurance,  all  the  costs  would  be  taken  care  of  by  gen- 
eral revenues  ? 

Mr.  Cohen.  No,  sir.  jNIy  ]:)roposal,  if  you  are  asking  me  a  question 
how  would  I  propose  to  finance  all  of  that,  my  pro])osal  Avould  be 
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something  in  this  order,  depending  on  the  benefit :  Finance  a  system 
by  having  a  roughly  5  percent  employer  tax  which  would  be  less  than 
the  5.85  that  the  employer  pays  for  Social  Security  now.  Five  percent 
on  the  employer  and  5  percent  paid  out  of  the  general  revenue  of  the 
Government.  It  would  roughly  cost,  in  my  opinion,  for  the  present 
system  and  for  the  health  insurance  a  total  of  15  percent  of  the  pay- 
roll. I  would  have  a  taxable  payroll,  as  I  said  first,  of  $20,000  instead 
of  the  present  $12,600.  I  would  finance  that  15-percent  cost  by  lower- 
ing the  5.85  tied  on  the  employer  to  5  to  the  employer,  5  to  the  em- 
ployee, and  5  on  the  general  revenues. 

Now  the  net  result  of  that  is  the  employee — I  am  not  saying  that  is 
the  only  way,  I  am  giving  you  an  illustrative  way — the  net  result 
would  be  a  big  improvement  all  along.  Because,  you  see,  most  em- 
ployees that  are  now  covered  by  health  insurance  pay  under  Blue 
Cross  and  Blue  Shield  anyway.  So  you  are  merely  transferring  that 
cost  into  the  total  system. 

Now  I  have  suggested  in  the  memo  that  I  think  I  submitted  before 
3'ou  came  in  several  other  alternative   methods. 

FixAXCixG  SiiouLn  Be   Shared 

But  in  my  opinion  the  rationale  and  soundness  of  the  methods  of 
financing  that,  what  I  have  been  discussing,  should  be  shared  in  what 
I  call  an  equal  tripart-type  system  with  employers,  employees  shar- 
ing equally  with  the  general  government  so  that  the  employer  and 
employee  have  a  stake  and  responsibility  in  the  system.  So  the  costs 
are  shifted  from  the  State  to  the  Federal  Government  on  a  more 
progressive  method  of  financing. 

Senator  Fong.  Your  5  percent  to  employers  is  in  addition  to  what 
is  paid  now  ? 

Mr.  Cohen.  No,  sir.  That  is  less  than  he  is  paying  now.  He  is  now 
paying  under  present  law  5.85  of  $12,600,  next  year.  I  am  suggesting 
going  to  5  percent  of  $20,000. 

Senator  Fong.  I  see.  Now  would  you  say  that  the  employer  pays 
5  percent,  the  employee  pays  5  percent,  and  the  Federal  Government 
pays  5  percent  ? 

Mr.  Cohen.  Yes,  sir. 

Senator  Fong.  That  would  be  15  percent  of  the  payroll  ? 

Mr.  Cohen.  Yes,  sir.  That  10  percent  is  on  payroll,  but  the  equiv- 
alent of  5  percent  is  out  of  general  revenues. 

Senator  Fong.  So  it  is  15  percent  of  the  payroll. 

]Mr.  Cohen.  That  is  correct. 

Senator  Fong.  You  feel  that  that  would  be  able  to  take  care  of  all 
that  you  have  suggested  ? 

Mr.  Cohen.  Well,  that  wouldn't  bring  them  the  millennium  or 
bring  perfection,  but  it  would  be  a  vastly  improved  system  over 
what  we  have  today. 

Now  it  has  two  advantages.  Senator.  I  do  not  believe  we  can  go  on 
with  the  States  bearing  the  heavy  cost  of  welfare  and  Medicaid. 

Senator  Fong.  You  would  eliminate  Medicaid  ? 

Mr.  Cohen.  I  would  eliminate  Medicaid  by  transferring  that  medi- 
cal care  as  to  cost. 

Senator  Fong.  But  you  have  the  national  health  insurance. 
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Financing  NATioNAii  Health  Insurance 

Mr.  GoHEN.  That  is  correct.  The  Government  money  that  is  now 
paying  for  Medicare  would  come  into  paying  for  health  insurance. 
Do  you  see  my  point?  It  would  be  a  more  rational  system.  Everyone 
in  the  United  States  from  the  day  they  are  born  to  the  day  they  die 
^ould  have  a  health  insurance  card  like  a  Social  Security  card.  You 
would  go  to  your  doctor  just  like  Medicare  people  do  now  and  you 
would  have  your  health  insurance  paid  whether  your  income  was  $2,000 
a  year  or  $100,000  a  year.  That  would  be  paid  under  the  broadened 
Medicare  program  which  I  have  suggested.  I  would  assume  that  that 
would  roughly  cost  about  4  percent  more  than  Medicare  and  Medi- 
caid. 

The  bulk  of  that  would  be  just  changing  people's  contribution.  For 
instance,  I  pay  now  something  like  $50  to  $60  a  month  for  my  Blue 
Cross  and  Blue  Shield,  and  major  medical,  roughly  $600  or  $700  a 
year. 

When  the  national  health  insurance  went  into  effect  and  I  had  to 
pay  5  percent  on  my  income,  let  us  say  for  the  sake  of  argument,  that 
is  $800.  I  would  only  be  paying  $100  more  because  I  said  my  $700 
that  I  am  now  paying  for  Blue  Cross  and  Blue  Shield,  and  major 
medical,  the  bulk  of  that  cost  is  just  a  transfer.  It  is  in  that  new 
system. 

'  Senator  Fong.  But  Medicaid  would  not  be  eliminated  because  Medic- 
aid is  only  for  those  people  who  do  not  meet  the  requirements  and 
don't  have  any  health  insurance. 

Mr.  Cohen,  Medicaid  would  be  eliminated  under  my  system  be- 
cause I  would  blanket  in  all  people  under  national  health  insurance. 

Senator  Fong.  Eegardless  if  they  work  or  not  ? 

Mr.  Cohen.  That  is  right. 

Senator  Fong.  So  if  a  man  doesn't  work  he  is  really  taken  care  of  by 
the  Government. 

Mr.  Cohen.  He  is  now  taken  care  of  by  Medicaid,  but  you  and  I 
have  paid  for  that  out  of  general  revenues. 

Senator  Fong.  Yes. 

Mr.  Cohen.  Therefore,  I  am  trying  to  bring  it  into  a  comprehensive 
system.  Transfer  of  the  cost  that  we  now  pay  for  Medicaid  into  a 
nev?  system  so  that  all  individuals  will  be  able  to  be  treated  alike, 
irrespective  of  their  financial  ability. 

Now  the  net  result  of  that  is  twofold.  It  relieves  the  States  of  this 
burden.  Now  I  have  been  very  frank  with  you  in  this.  I  am  opposed 
to  the  Federal  revenue-sharing  le^slation.  We  are  spending  $30 
billion  in  the  Federal  revenue  sharmg  for  things  of  very  low  pri- 
ority, whereas  poor  people  are  going  without  medical  care.  We  have 
middle-aged  people  who  are  living  in  poverty.  We  have  25  million 
people  in  the  United  States  living  in  poverty. 

Wliat  I  would  like  to  do  is  if  we  in  this  country  would  shift  our 
priority  from  lower  importance  things  to  higher  importance  things 
affecting  human  resources.  Now  unless  and  until  this  country  can  say 
that  there  is  no  individual  in  this  country  who  goes  without  medical 
care,  enough  to  eat,  I  believe  we  have  to  have  a  reshaping  of  our 
priorities  and  congressional  allocation  of  funds. 
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Revenue  Sharing 

I  do  not  favor  spending  $30  billion  under  general  revenue  sharing 
during  the  next  5  years  so  that  States  and  localities  can  build  tennis 
courts  while  the  aged  in  this  country  are  still  living  in  poverty  and 
while  there  are  so  many  people  in  this  country  on  welfare. 

Senator  Fong.  It  was  intended  that  the  State  and  local  govern- 
ments take  care  of  their  poverty  needs,  but  they  don't  do  that.  They 
put  it  into  something  else  and  then  they  raise  a  holler  and  say  the 
Federal  Government  is  cutting  down  on  payments  for  some  of  the 
needs  that  they  have. 

Mr.  Cohen.  I  testified  before  the  Ways  and  Means  Connnittee  on 
revenue  sharing.  I  felt  all  along,  Senator  Fong,  that  we  made  a  tragic 
mistake  in  revenue  sharing  in  putting  $30  billion  on  a  low-priority 
program.  I  am  not  saying  that  there  wasn't  need  there  in  tlie  States 
and  the  cities.  But  I  am  saying  Congress  and  the  administration  made 
a  tragic  mistake  in  allocating  that "$30  billion  and  then  cutting  back 
on  all  of  these  other  programs  of  higher  priority,  medical  research,, 
medical  and  health  programs,  medicaid,  OEO,  and  so  forth. 

Senator  Fong.  Some  of  the  revenues  from  revenue  sharing  was  sup- 
posed to  take  care  of  those  items,  but  the  States  and  localities  have  not 
done  that. 

Mr.  Cohen.  That  is  correct. 

Senator  Fong.  They  have  used  it  for  something  else  and  then  they 
say  the  Federal  Government  has  cut  down  on  items  we  have  revenue 
sharing  to  take  care  of. 

Mr.  Cohen.  I  think  from  that  standpoint  we  made  a  mistake. 

Senator  Church.  I  can  say,  Mr.  Cohen,  for  that  reason  I  voted 
against  revenue  sharing  in  the  first  place. 

Mr.  Cohen.  Yes.  If  we  had  $30  billion  to  give  away,  it  would  be  a 
nice  way  to  distribute  $30  billion.  But  with  a  limited  budget  and  in- 
flation and  with  priorities  I  think  it  is  unwise. 

Senator  Church.  To  speak  of  staggering  deficits. 

Mr.  Cohen.  That  is  right.  Mr.  Mills  said  one  time,  and  I  don't  think 
he  took  his  own  advice,  if  we  are  going  to  share  Federal  revenues  with 
States,  maybe  we  should  also  share  the  deficits  with  the  States.  But 
nobody  seemed  to  take  up  that  challenge. 

Supplementary  Security  Income 

The  supplemental  security  income  program  established  in  1972  was 
an  important  and  historic  step  in  the  right  direction.  Tliis  completely 
federally  financed  administered  program  which  will  go  into  effect 
January  1  of  next  year  should  be  further  improved  so  that  income 
poverty  will  be  abolished  for  all  aged,  blind,  and  disabled  persons  in 
the  Nation.  The  changes  recently  enacted  by  the  Congress  were  sound 
in  raising  the  amount  to  $140  a'single  individual.  I  might  say  in  tes- 
timony before  the  Finance  Committeo  I  recommended  $160  and  I  think 
the  $140  was  a  very  good  improvement. 

The  supplemental  security  income  program  sliould  be  amended  by 
reducing  the  age  from  65  to  62  and  then  in  2  additional  years  to 
age  60  and  in  2  additional  years  to  age  55.  The  net  result  would  be 
to  provide  an  income  guarantee  to  older  people  over  age  55  where  they 
are  having  a  difficult  time  in  adjustments. 
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With  the  changes  proposed  above,  the  number  of  persons  in  poverty 
in  the  United  States  should  be  reduced  from  about  25  million  to 
between  15  to  20  million  persons.  A  program  of  public  service  em- 
ployment could  bring  this  total  down  to  less  than  15  million  persons 
by  1976. 

The  number  of  persons  in  povei-ty  would  then  be  less  than  7.5  per- 
cent of  the  population.  In  my  opinion,  it  would  be  possible  by  1980  or 
1985  to  virtually  eluninate  poverty  in  the  United  States  if  additional 
measures  were  taken  by  the  Congress. 

This  may  seem  rather  farfetched,  but  in  my  opinion  the  Senate  of 
the  United  States  stands  at  the  point  today  where  it  is  possible  for 
someone  to  say  we  could  eliminate  poverty  in  the  United  States.  The 
cost  of  eliminating  poverty  that  is  bringing  everybody  up  to  the 
poverty  line  at  the  present  time  is  $12  billion.  Now  when  we  are 
spending  $5  billion  to  $6  billion  on  revenue  sharing  a  year,  that  is 
half  of  the  cost  of  bringing  everybody  in  the  United  States  up  to  the 
poverty  level. 

I  think  it  would  be  not  only  compassionate  and  humanitarian  but 
be  the  greatest  political  international  weapon  we  could  have  with  other 
countries  to  say  the  United  States  of  America  has  abolished  poverty. 
I  think  we  are  overlooking  that  opportunity.  So  I  hope  in  your  study 
of  the  future  directions  of  Social  Security  you  will  consider  how  it 
may  be. 

Senator  Fong.  You  say,  Mr.  Cohen,  that  to  eliminate  poverty  we 
need  to  get  the  Federal  Government  to  give  them  the  money  so  that 
they  can  be  outside  of  the  ]:)overty  le^'el.  You  have  said  that  supple- 
mentary income,  for  example,  should  be  reduced  to  persons  55  years 
old  so  that  he  could  have  $140  together  with  his  wife's,  which  would 
give  him  some  $200  odd. 

Mr.  Cohen.  Yes. 

Senator  Fong.  So  that  he  would  be  out  of  the  poverty  level. 

Mr.  Cohen.  Yes,  that  is  right. 

Senator  Fong.  What  you  are  saying  is  that  the  Federal  Government 
should  infuse  this  into  people's  pocketbooks  ? 

Guaranteed  Income? 

Mr.  Cohen.  Yes.  We  are  already  committed  for  people  over  65.  We 
have  already  made  this  for  the  blind.  We  liave  already  made  this  for 
the  disabled.  We  have  already  passed  that  route.  The  only  question 
now  is  a  person  64,  is  he  less  desirable  in  having  an  income  guaranteed 
tlian  a  person  65. 

Senator  Church.  I  think  there  is  a  different  standards  of  measure- 
ment here  than  just  age  alone,  because  for  people  over  65  or  for  the 
disabled,  the  blind,  the  assumption  is  that  they  are  either  by  virtue 
of  age  or  retirement  or  by  virtue  of  disability  unable  to  secure  an 
adequate  income  for  themselves.  I  think  you  step  beyond  that  line 
when  you  suggest  that  people  younger  than  65  or  younger  than  the 
age  required  to  be  eligible  for  retirement  benefits  should  get  supple- 
mental income. 

Mr.  Cohen.  Let  us  look  at  that,  Senator.  You  already  have  age  60 
and  62  in  Social  Security. 

Senator  Church.  Yes,  but  still,  whatever  the  age  is  for  Social 
Security,  that  the  Social  Security  program  is  a  retirement  program 
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at  that  point.  It  becomes  a  retirement  program.  That  is  why  we  have 
a  retirement  test.  If  you  go  below  that  age  with  the  supplemental 
income  program  of  this  kind.  I  think  you  go  beyond  anything  we  have 
yet  committed  ourselves  to  do. 

Mr.  Cohen.  Now  there  is  a  question  about  that. 

Senator  Church.  And  you  raise  a  philosophical  problem  which 
IS,  what  responsibility  should  the  Government  bear  toward  guarantee- 
ing citizens  a  minimum  income  who  are  otherwise  presumed  capable 
of  working  for  themselves,  who  are  neither  of  retirement  age  or  physi- 
cally handicapped  in  such  a  way  as  to  require  special  help. 

Mr.  CoHEisr.  Yes,  I  agree  with  you. 

Senator  Church.  That  is  a  big  philosophical  step. 

Mr.  Cohen.  Yes,  sir. 

Senator  Fong.  Fifty-five  years  old  is  pretty  young. 

Mr.  Cohen.  I  think  you  are  just  a  youngster  when  you  are  55. 

Senator  Fong.  You  say  give  him  supplemental  income  up  to  $140. 
Aren't  you  really  giving  him  something  for  nothing  ? 

Mr.  Cohen.  Well,  it  depends  on  how  you  look  at  how  our  economy 
is  going  to  operate. 

Senator  Fong.  A  man  of  55  years  could  work  if  he  is  able  bodied 
then  why  should  we  give  him  $155  or  $145  or  $165  ? 

Mr.  Cohen.  First,  there  are  a  lot  of  people  in  our  system,  industrial 
people,  thrown  out  of  work.  There  are  many  older  men  who  no  longer 
perform  what  industry  wants.  You  take  the  miners  in  West  Virginia. 
I  am  certain  one  of  the  reasons  why  President  Kennedy  did  so  well 
tliere  in  1960  was  that  there  were  thousands  of  miners,  age  55  or  over, 
wlio  could  no  longer  work  in  the  mines.  They  are  healthy  in  the  sense 
they  could  do  something  else,  but  they  couldn't  work  in  a  mine  in  West 
Virginia  and  get  employment.  I  think  there  are  many  men  being  let 
out  of  assembly  line  jobs  today,  what  I  call  the  older  worker,  who  is 
no  longer  being  accepted  by  American  industry.  That  is  why  I  picked 
age  55.  I  think  those  people  cannot  find  satisfactory  jobs  in  an  indus- 
trial, technological  society  as  we  have  today,  and  they  are  the  people 
who  are  becoming  the  discontented  and  disillusioned  people  with  the 
affluent  society. 

Not  a  "Cadillac"  Income 

Now  I  would  like  to  see  them  get  some  income.  I  also  recognize  your 
problem.  The  $160  a  month  at  today's  price  level  is  not  what  I  would 
call  a  Cadillac  income.  I  would  think  keeping  the  income  at  a  modest 
point  would  serve  to  make  it  possible  for  people  who  are  having  diffi- 
culties in  adjustments  as  they  become  older,  they  haA^e  some  form  of 
income  without  receiving  too  much  as  an  incentive  for  not  working. 

While  I  recognize  exactly  what  you  and  Senator  Church  are  saying, 
I  think  what  this  committee  should  talk  about  is  the  problem  of  older 
workers.  You  should  not  merely  talk  about  the  people  65  and  over, 
but  you  have  to  start  talking  about  the  problem  of  the  people  50  and 
55  and  over. 

That  is  why  I  offer  this  kind  of  suggestion,  that  this  is  a  very  serious 
problem  in  many  parts  of  the  country.  In  Kentuclvy,  for  instance, 
again,  I  have  been  down  to  Kentucky  several  times.  There  are  a  lot  of 
people  down  there  age  55  and  57,  60  who  can't  get  jobs.  Now  you  can 
say  to  them  why  don't  you  move  out  of  West  Virginia  and  Kentucbjr. 
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But  they  don't  want  to  leave  their  communities,  their  homes,  their 
churches  and  children.  So  unless  you  bring  industry  in,  like  Congress 
tried  to  do,  you  are  faced  with  a  very  difficult  human  problem. 

And  this  was  my  idea  of  how  to  deal  with  a  very  difficult  human 
problem  in  a  compassionate  way,  but  not  at  an  amount  so  high  it  would 
be  a  disincentive  to  work.  I  think  there  is  a  lot  to  reflect  on  in  that  kind 

of  problem.  ^i    ^  ^, 

Senator  Fong.  Well,  in  welfare  we  are  facmg  the  problem  that  there 

are  a  lot  of  people  who  refuse  to  work. 

Mr.  Cohen.  Not  in  the  age  55  and  over  group. 

Senator  Fong.  The  welfare  amounts  are  going  higher  and  higher 

and  higher,  and  there  doesn't  seem  to  be  any  stopping  it. 

Work  Training  Program 

Mr.  Cohen.  If  you  would  like  to  discuss  that,  first,  you  have  not 
established  a  viable  alternative  job  opportunity  program  to  really  test 
those  people's  capacity  to  work.  Senator.  I  favor,  for  instance,  Senator 
Bellmon's  amendment  to  provide  another  work  training  program  of 
a  different  type  than  we  have  at  the  present  time  in  the  welfare  pro- 
gram. There  is  no  sense  in  offering  a  person  a  job  that  is  unrealistic 
in  terms  of  his  educational  and  skill  opportunities  and  having  him 
work  2  days  and  then  having  the  employer  say  he  is  not  capable  and 
then  he  quits  the  job.  These  people  on  the  welfare  rolls  represent  peo- 
ple of  little  educational  attainment  and  little  skill.  They  are  unsatis- 
factory from  the  standpoint  of  their  employer  in  the  community. 

Congress  has  to  provide,  if  it  wants  to  do  this,  a  better  job  op- 
portunity and  training  program  for  people  of  lesser  skill,  and  I  think 
that  the  Bellmon  amendment  is  a  very,  very  desirable  approach. 

Senator  Fong.  We  poured  billions  of  dollars  into  manpower  pro- 
grams in  the  hope  that  we  will  be  able  to  retrain  people  so  they  can 
get  jobs.  Somehow  the  results  have  been  very,  very  appalling. 

Mr.  Cohen.  That  is  correct.  I  agree  with  the  conclusion.  That  is 
why  I  am  not  talking  about  a  manpower  program  in  the  usual  train- 
ing sense.  I  am  talking  about  a  job  opportunity  program.  The  Bellmon 
aniendment  and  the  others  say  we  will  give  you  a  chance  to  work  inside 
a  State  hospital  for  the  mentally  ill,  or  in  the  nursing  home,  or  in  the 
library  in  your  community,  or  in  a  school  so  that  an  unskilled  person 
would  be  able  to  ^et^  let  us  say,  $1.60  or  $-2.20  an  hour,  whatever  the 
minimum  wage  is,  that  would  really  make  it  possible  for  them  to  do 
some  kind  of  work  that  would  be  a  benefit  to  the  community,  but  not 
requiring  a  skill  or  not  a  requirement  that  is  beyond  his  capacity. 

Senator  Church.  Mr.  Cohen,  we  have  been  asking  you  as  you  have 
been  going  along,  and  I  see  you  have  about  six  pages  more  in  your 
statement.  I  would  suggest  that  you  complete  your  full  statement 
so  that  we  will  have  the  full  benefit  of  it  before  we  have  to  call  a 
halt  to  this  morning's  hearing.  Then  for  much  time  as  remains  we 
may  ask  questions. 

Mr.  Cohen.  I  would  be  glad  to  put  it  in  the  record. 

Senator  Church.  We  have  one  other  witness  here  that  we  want  to 
hear  this  morning.  Why  don't  you  just  go  ahead  and  complete  the 
statement  and  we  will  withhold,  if  that  would  be  all  right  with  you, 
withhold  the  questions  until  you  are  finished. 

Senator  Fong.  Yes. 
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Private  Retirement  Plans 

Mr.  Cohen.  The  Social  Security  and  private  retirement  systems 
are  not  a  burden  on  the  economy.  They  are  a  key  element  in  a  free, 
competitive  and  dynamic  economy  and  a  compassionate  society.  They 
provide  a  major  incentive  to  the  saving  which  is  required  for  the 
investnT-  *•  which  makes  it  possible  for  our  economic  system  to  grow, 
exi:)anu,  und  innovate. 

Private  pension  plans  should  be  continued  and  strengthened.  They 
can  and  should  be  a  useful  and  important  supplement  to  Social  Secu- 
rity. They  can  never  be  the  basic  plan  unless  the  Congress  were  to 
compel  every  employer  to  provide  some  specific  level  of  protection 
and  then  repeal  the  Social  Security  program.  That  is  not  a  realistic 
approach. 

Everj^  major  business  enterprise  should  be  required  to  provide  a 
minimum  supplementary  protection  to  Social  Security  which  is 
financed  through  a  private  plan.  Such  a  plan  would  be  a  requirement 
for  Federal  tax  purposes  and  would  require  a  vesting  of  benefits, 
reinsurance  of  the  program,  full  reserves  after  a  period  of  years,  and 
complete  public  disclosure  of  investments,  liabilities,  and  expenditures. 

Congress  should  establish  a  nonpartisan  commission  to  review  vari- 
ous proposals  and  experience,  with  ]>articular  reference  to  the  con- 
gressional debate  on  the  welfare  reform  proposal  recommended  by 
President  Nixon,  and  to  present  to  the  Congress  in  1977  proposals 
which,  if  adopted,  would  abolish  poverty  in  the  United  States  by  1982. 

It  is  based  on  some  of  the  discussion  that  we  just  had,  that  you  have 
to  find  a  way  to  solve  the  questions  you  have  raised. 

The  $2.5  billion  limit  on  Federal  expenditures  for  social  services 
established  by  Congress  in  1972  should  be  reexamined.  Special  con- 
sideration should  be  given  to  expanding  social  services  to  the  aged, 
in  early  childhood,  for  the  mentally  retarded,  and  for  family  plan- 
ning. A  cost  of  living  increase  in  the  limit  should  be  considered. 

I  believe  that  the  productive  genius  of  our  Nation  will  continue  to 
result  in  improvements  in  the  real  income  of  the  people  of  this  Nation. 
The  increased  income  must  be  shared  in  some  appropriate  and  accept- 
able way  among  all  those  who  helped  make  the  increase  possible.  A 
Social  Security  system  is  one  way  to  assure  that  the  aged,  the  dis- 
abled, and  widows  and  orphans  share  in  the  increased  affluence. 

Flexible  Retirement  Age 

One  of  the  important  and  perplexing  questions  involved  in  retire- 
ment policy  is  whether  there  should  be  any  normal  retirement  age  in 
Social  Security  and  whether  the  present' normal  retirement  age  of 
65  should  be  lowered,  increased,  retained  or  whether  there  should  be 
several  ages  at  which  individuals  are  eligible  for  benefits. 

The  original  idea  of  a  single  nonnal  retirement  age  of  65  embodied 
in  the  1935  law  has  now  been  changed  by  Congress  to  a  variable  or 
flexible  retirement  age. 

If  a  person  is  unable  to  work  due  to  disability,  he  or  she  may  retire 
at  any  age  and  draw  full  benefits. 

A  widow  may  begin  to  draw  her  benefits  at  age  60,  while  a  disabled 
widow  may  begin  drawing  benefits  at  age  50. 
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While  full  benefits  normally  begin  at  age  65,  individuals  may  draw 
an  actuarially  reduced  benefit  at  age  62.  In  addition,  an  individual 
may  receive  an  increased  benefit  if  he  or  she  retires  after  age  65. 

At  age  72,  an  individual  may  draw  full  benefits  and  full  wages. 

There  are,  therefore,  several  options  and  choices  for  the  individual. 
Many  people  are  not  aware  of  this  policy  in  the  law.  The  American 
people  are  not  aware  of  this  changed  policy  which  the  Congress  has 
adopted. 

The  Older  Americans  Act  should  be  amended  to  provide  retirement 
counseling  to  persons  beginning  at  age  50  so  they  can  intelligently  plan 
their  retirement  and  so  we  can  dispel  the  idea  of  a  single  retirement 
age.  Individuals  differ  in  their  health,  occupation,  strength,  attitudes, 
interests,  and  experiences.  They  should  be  free  to  choose  that  combina- 
tion of  benefits  and  circumstances  which  best  suits  them,.  That  is  mean- 
ingful freedom  of  choice. 

The  idea  of  complete  retirement  at  a  given  age  is  becoming  more 
unacceptable.  Two  related  developments  are  occurring  more  fre- 
quently :  phased  retirement  and  work  and  retirement. 

This  approach  can  best  be  explained  by  utilizing  some  possible  ex- 
amples from  university  employment. 

At  age  62  a  faculty  member  might  retire  and  draw  one-half  of  his 
private  retirement  benefit  and  teach  one-half  of  the  year.  He  could  elect 
whether  to  draw  the  actuarially  reduced  Social  Security  benefit  for 
that  part  of  the  year  when  not  working,  or  defer  the  benefit  to  age  65. 

At  age  65  an  individual  might  draw  two-thirds  of  his  private  retire- 
ment benefit  and  teach  that  proportion  of  the  year  which  entitled  him 
to  draw  his  normal  Social  Security  benefit. 

At  age  67,  he  or  she  could  draw  the  full  private  retirement  benefit 
and  the  full  Social  Security  benefit  increased  by  7  percent.  What  I  am 
trying  to  illustrate  is  that  there  are  lots  of  flexible  options  in  the  present 
law  which  require  a  great  deal  of  foresight  and  intelligence  on  the  part 
of  each  individual,  his  wife,  and  even  his  children. 

While  such  flexibility  and  options  might  not  be  immediately  suitable 
for  manufacturing  or  assembly  line  work,  it  may  prove  acceptable  in 
professional,  service,  and  related  activities  which  are  growing  in  our 
economy.  Employers  and  unions  should  be  encouraged  to  consider  this 
approach. 

Gross  National  Product  Increasing 

The  Congress,  our  economy,  the  Nation  is  faced  with  several  import- 
ant social  policy  decisions  in  the  future  as  our  gross  national  product 
increases.  I  am  one  of  those  who  believe  the  gross  national  product  is 
going  to  increase  at  least  in  the  same  way  it  has  done  in  the,  past.  If 
you  don't  accept  that  assumption,  then  the  United  States  is  in  for  some 
very  hard  times. 

So  if  we  assume  that  in  the  future  our  gross  national  product  will 
increase  at  about  the  same  rate  as  it  has  in  the  past,  and  I  think  we  are 
conservatively  taking  into  account  technological  and  scientific  improve- 
ment, then  how  shall  the  increase  be  distributed.  Congress,  in  my 
opinion,  is  one  of  the  major  sources  for  making  this  policy  decision. 
That  is  handled  through  private  retirement  systems.  Social  Security, 
the  congressional  retirement  system. 


268 

Is  it  going  to  be  increased  incomes  to  those  who  work  and  their 
immeriated  families  ?  Increased  income  to  those  who  have  retired,  or  are 
disabled,  or  are  widows  ?  In  increased  educational  services  to  the  young 
as  well  as  to  the  individuals  throughout  their  lifetime  ?  In  increased 
funds  for  medical  research,  and  access  of  high-quality  health  and  med- 
ical services  to  all  the  people?  In  increased  payments  to  reduce  or 
eliminate  poverty  ?  In  increased  payments  for  the  control  of  environ- 
mental pollution  ?  In  some  decreased  taxes  ? 

We  will  probably  do  some  of  each  or  all  the  seven  during  the  coming 
decade  as  income  increases.  I  believe  that  what  Congress  should  now 
be  doing  is  developing  a  10-year  plan  that  attempts  to  assess  these 
priorities  in  these  areas  to  see  where,  as  our  increasing  income  during 
this  next  10  years  comes  about,  where  it  wishes  to  put  it. 

I  have  to  say  this,  I  cannot  make  a  very  great  contribution  as  a 
former  member  of  the  Cabinet  on  next  year's  budget.  Next  year's 
budget  is  probably  98  percent  all  determined.  By  the  time  Congress 
gets  through  going  over  the  approriation  bill,  the  President,  the  Cab- 
inet officers  have  very  little  they  can  change  in  next  year's  appropria- 
tion. But  you  could  have  a  lot  to  do  with  the  appropriation  bill  of 
about  3  years  or  more  from  now  when  there  are  choices.  Therefore, 
I  favor  a  5-  or  10-year  plan  of  assessing  priorities,  rather  than  con- 
centrating on  the  issues  of  next  year's  budget  while  you  have  very  few 
alternatives  in  terms  of  the  choices. 

If  we  are  to  have  increased  income  growing  out  of  an  increased  gross 
national  product,  before  we  lower  the  retirement  age  or  reduce  the 
worl^ing  week  too  much,  we  should  consider  a  policy  of  providing  a 
16- week  sabbatical.  Thus,  instead  of  reducing  the  workweek  from  40 
hours  to  say  35  hours,  we  could  have  a  37i/^-  or  36-hour  week,  and  a  pe- 
riodic sabbatical  for  every  worker  every  10,  7,  or  5  years. 

A  16-week  sabbatical  would  make  it  possible  for  an  individual  to 
return  to  a  community  college  or  university  and  take  such  courses  as 
might  prepare  him  or  her  for  a  second  career,  retirement,  or  a  college 
degree.  This  alternative  should  be  fully  explored  before  we  make  de- 
cisions utilizinof  our  available  resources  all  in  one  direction. 
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Distribution  of  Leisure  Time 

This  would  refer  to  our  discussion  about  community  schools  because 
I  believe  as  our  income  rises,  rather  than  having  a  lower  retirement 
age,  we  should  distribute  the  leisure  of  our  lifetime.  Wliat  we  do  in  our 
society  is  continue  the  leisure  before  18  and  after  65  and  then  work 
like  hell  between  ages  20  and  65. 

Senator  Church.  With  2-week  vacations. 

Mr.  Cohen.  In  Congress  you  are  lucky  if  you  get  2  weeks.  I  remem- 
ber when  they  had  no  Augl^st  vacation  whatsoever. 

Senator  Fong.  The  August  vacation  only  started  last  year. 

Mr.  Cohen.  I  am  suggesting  the  possibility  of  reducing  the  work- 
week, of  retirement  over  a  person's  lifetime  where  they  could  go  back 
to  school  where  they  could  get  more  education  or  be  with  tlie  family. 
Thus  we  would  adjust  to  the  changes  in  our  society  more  appropriately. 

The  retirement  deduction  in  the  Federal  income  tax  should  be 
changed  into  a  retirement  tax  credit.  This  would  be  more  favorable 
to  low-  and  middle-income  individuals.  Just  giving  it  over  to  the  tax 
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credit,  the  same  amount,  that  would  result  in  lo^Y-income  people  having 
the  advantage,  whereas  now  you  have  to  be  at  the  70-percent  rate  and 
you  get  double  deduction  of  TO  percent  if  you  look  at  it  from  the  mar- 
ginal point. 

So  I  would  prefer  if  you  want  to  do  something  for  low-income  aged 
persons,  change  the  after-65  deduction  to  a  tax  credit. 

If  general  revenue  sharing  is  continued,  a  condition  for  receipt  of 
Federal  funds  to  States  and  localities  should  be  a  rebate  of  property 
taxes  to  older  persons  with  low  incomes.  The  reason  I  feel  strongly  on 
that  is  that  older  people  are  voting  against  property  tax  increases. 
Unless  we  find  a  way  that  older  people  will  support  the  property  tax 
or  some  resolution  to  it,  our  educational  system  in  our  country  is  going 
to  deteriorate.  I  don't  want  to  see  that  happen.  Therefore,  I  strongly 
favor  some  manner  of  rebate  of  property  taxes  to  older  persons  with 
low  incomes.  Such  a  requirement  could  be  added  to  any  other  appropri- 
ate Federal  grant  to  the  States. 

Consideration  should  be  given  to  termination  of  the  general  revenue- 
sharing  law  when  its  5-year  duration  terminates.  The  $30  billion  au- 
thorized under  that  law  should  be  devoted  to  higher  priority  needs 
of  our  economy  with  a  specific  determination  by  the  Congress  of  what 
these  priorities  are. 

Detekioratiox  of  Relationships 

Federal-State  relationships  under  the  public  assistance,  maternal 
and  child  health,  and  social  service  provisions  of  the  Social  Security 
Act  have  greatly  deteriorated  in  the  past  4  years.  A  complete  reexami- 
nation of  this  important  relationship  should  be  undertaken  with  a 
view  to  making  changes  in  the  Federal  law  and  administrative  and 
organizational  relationships. 

Senator  Church.  Thank  you  very  much,  Mr.  Cohen,  for  a  compre- 
hensive statement  that  is  full  of  suggestions,  all  of  which  we  will  want 
to  look  at  very  carefully. 

I  have  one  question  that  I  did  not  ask  during  the  course  of  your 
testimony.  Today's  Congressional  Eecord  contains  an  H.R.  1  memo- 
randum by  Senator  Kennedy.  The  memo  acknowledges  the  adminis- 
tration's proposal  for  so-called  cost  sharing  under  Medicare  has  no 
chance  of  congressional  approval.  But  it  tlien  proposes  and  I  quote, 
"More  effective  cost-sharing  provisions  in  the  context  of  modified  ben- 
efit provisions." 

Would  you  hazard  a  guess  as  to  what  that  means  ? 

Mr.  Cohen.  Well,  I  can  only  hazard  a  guess.  I  would  say  whatever 
I  am  going  to  say  is  my  guess.  My  guess  would  be  that  if  the'  deductible 
and  coinsurance  were  increased,  that  the  saving  of  money  could  be  put 
into  a  benefit  increase  as,  for  instance,  let  us  say  coverage  of  pre- 
scription drugs. 

Let  us  assume  for  the  moment  that  a  plan  for  the  inclusion  of 
prescription  drugs  would  cost  $1  billion.  One  could  increase  the 
deductible  and  coinsurance  features  in  the  law  by  $1  billion  and 
therefore  rob  Peter  to  pay  Paul.  I  would  be  opposed  to  any  such 
suggestion  because  it  would  not  be  a  net  improvement  in  the  law.  That 
is  not  to  say  that  there  isn't  some  desirability  of  maybe  changing 
the  deductible  in  coinsurance  as  the  prices  go.  But  I  "think  as  you 


270 

increase  the  deductible  all  you  are  going  to  do  is  make  more  people 
go  on  ^Medicaid  to  have  their  deductible  paid.  This  is  in  the  wrong 
direction. 

Therefore,  I  would  urge  your  committee,  so  far  as  it  is  concerned 
with  this  problem,  to  review  the  deductible  and  coinsurance  provisions. 
If  you  think  it  warrants  some  changes  and  you  come  to  that  conclu- 
sion, I  do  not  think  there  is  any  evidence  so  far  that  on  that  deductible. 

I  have  suggested  to  you  ways  the  benefits  ought  to  be  increased. 
I  would  support  additional  methods  to  finance  those  increases  because 
I  think  people  would  accept  them.  The  whole  experience  of  Social 
Security  has  been  whenever  you  made  a  benefit  impro\'ement  and  you 
explain  to  the  Congress  and  to  the  American  people  that  it  costs  j; 
dollars  and  you  had.  to  put  a?  cost  to  finance  it,  it  has  been  accepted. 
The  AFL-C'lO  or  any  major  labor  union  or  national  council  of  senior 
citizens  groups  has  supported,  responsible  financing  of  new  substan- 
tial benefit  increases. 

I^ATioxAL  Advisory  Council 

Senator  Foxg.  The  problems  with  Social  Security  are  so  complex 
we  should  noAV  have  a  national  advisory  council.  You  would  sav  it 
would  be  best  if  the  operating  council  was  working  on  that  problem 
all  the  time. 

Mr.  Cohen.  Yes,  sir.  I  am  very,  very  unhappy  that  a  combination 
of  the  change  in  the  law  last  year  and  the  policy  of  the  present  Secre- 
tary of  HEW  has  resulted  in  the  almost  complete  cessation  of  the 
health  insurance  benefits  advisory  council  on  the  Medicare  program. 
I  think  tliat  was  unwise.  I  believe  tliat  if  you  are  going  to  have  a  big 
program  like  this  you  have  to  have  the  participation  of  the  physicians 
and  the  taxpayers  and  so  on. 

So  I  most  heartily  endorse  your  proposal  for  a  single  operating 
advisory  council  for  the  total  Social  Security  and  Medicare  program. 

Senator  Fono.  I  have  introduced  that. 

Mr.  Cohen.  I  would  support  that  enthusiastically.  I  am  very  dis- 
appointed. The  health  insurance  benefits  council  was  something  I 
supported  in  the  law  in  1965. 1  told  both  INIr.  Mills  and  the  House  com- 
mittee in  executive  session  that  I  would  do  everything  in  my  power 
to  enlist  the  participation  of  tlie  physicians  and  contributors.  I  think 
I  carried  out  my  obligation  while  I  was  in  office.  I  think  you  can't 
make  a  system  that  is  spending  $50  billion  a  year  work  well  unless 
the  people  who  are  paying  the  taxes  and  are  affected  have  a  voice  in  it. 
I  do  not  think  that  termination  of  the  ISIedicare  advisory  council  and 
the  health  insurance  benefits  advisory  council  was  a  wise  thing.  I 
would  wholeheartedly  endorse  your  proposal. 

Senator  Fong.  Thank  you  for  all  of  your  novel  suggestions  this 
morning. 

Mr.  Cohen.  Some  of  them  will  undoubtedly  need  modification  in  the 
light  of  practical  consideration,  but  I  thought  it  was  best  to  propose 
them  for  your  consideration. 

Senator  Church.  That  is  exactly  what  we  wanted  from  you,  Dean 
Cohen.  As  I  say,  you  have  given  us  a  most  comprehensive  statement, 
filled  with  many  suggestions  that  we  are  certainly  going  to  take 
under  advisement.  You  have  been  very  helpful  and  we  thank  you  for 
your  testimony  and  your  time. 
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[The  material  referred  to  follows :] 
Sources  of  Funds  in  Selected  Old  Age  Secukity  Pbogeams  Abroad  * 

1.    CANADA 

Insured  person. — Universal  pensions,  4%  of  taxable  income  up  to  $6,000  a 
year  (all  taxpayers).  Insurance  pensions,  1.8%  (employee)  or  3.6%  (self-em- 
ployed )  of  earnings. 

Employer. — Universal  pensions,  3%  of  income  subject  to  corporate  income  tax. 
Insurance  pensions,  1.8%  of  payroll. 

Government. — Universal  pensions,  yield  of  3%  manufacturers'  sales  tax ;  also 
temporary  loans  or  grants  covering  any  deficit.  Insurance  pensions,  none. 

learnings  limits  for  insuravce  contributions. — Maximum,  $5,400  a  year,  (1-2% 
automatic  annual  adjustniei't  until  1976  for  consumer  price  increases;  from 
1976  in  average  wages).  Minimum,  contributions  not  payable  on  first  12%  of 
above  maximum  (i.e.,  $600  a  year,  as  adjusted). 

2.    FLDEBAL    republic    of    GERMANY 

Insured  person. — S.5%  of  earnings  (none  if  earnings  below  10%  of  ceiling). 
Iiis<  .i  to  9%  in  1973. 

Employer. — 8.5%  of  payrcU  (1*%  for  employee  whose  earnings  below  10%  of 
ceiling).  Rises  to  9  7o  in  1973. 

Government. — Annual  subsidy  of  about  15%  of  total  cost  of  system. 

Maximum  earnings  for  contribution  purposes. — 2  times  national-average  earn- 
ings in  past  3  years  (1971  ceiling,  1,850  marks  a  month). 

3.    NORWAY 

Insured  person. — Employees,  4.9%  of  taxable  income ;  self-employed,  8.55% 
(part  of  contribution  of  farmers  and  fishermen  raised  by  tax  on  products). 

Employer. — 11.2%  of  payroll. 

Government. — 1.5%  of  total  taxable  income  (shared  equally  by  national  and 
local  governments). 

Maximum  earnings  for  contribution  purposes. — 12  times  "base  amount";  for 
benefit  purposes,  8  times  "base  amount",  plus  %  of  earned  income  between  8  times 
and  12  times  "base  amount". 

4.    UNITED    KINGDOM 

Insured  person. — Employee.  £0.68  (men)  or  0.58  (women)  a  week,  plus  4.75% 
of  weekly  wages  between  £9-18  and  3.25%  over  £18  up  to  £30  (contracted-out  man, 
£0.8 ;  woman,  0.672,  plus  0.5%  of  weekly  wages  between  £9-18,  and  3.25%  on  wages 
ov(>r  £18  up  to  £30).  Self-employed,  £1.073  (men)  or  0.897  (men)  or  0.897 
(women).  Nonemployed,  £0.823  (men)  0.65  (women). 

Employer. — £0.75  (men)  or  $.654  (women)  a  week,  plus  4.75%  or  weekly  wages 
between  £9-18,  and  3.35%  over  £18  up  to  £30  (contracted-out  men,  £0.87 :  women. 
0.730 :  r)lus  0.5%  of  weekly  wages  between  £9-18,  and  3.25%  on  wages  over  £18  up 
to  £.30). 

Government. — Amount  equal  to  25%  of  above  flat  contributions  (33%%  for  self- 
and  noneraployed)  ;  lump-sum  subsidy  ;  and  full  cost  of  income-tested  pensions. 

Above  flat  and  government  contributions  also  finance  flat  cash  sickness,  ma- 
ternity, and  unemployed  benefits. 

Graduated  contributions  also  finance  sickness  and  unemployment  benefits. 


Illustrative  Models  of  Changed  Financing  of  Social  Security  ** 

simplistic  models 

1.  Equal  Tripartite  Model — Classical  Model 

A.  Employer  and  Employee  each  contribute  5  percent  of  payroll. 

B.  Federal  general  revenues  equal  to  5  percent  of  covered  payrolls. 


*  See  statement,  p.  2.50. 
**See  statement,  p.  251. 
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2.  Transactions  Tax — Townsend  Plan 

A.  Finance  cost  by  a  2  percent  tax  on  all  transactions. 

3.  Income  Tax  Model  A 

A.  Finance  all  or  practically  all  of  the  cost  from  an  earmarked  or  allocated 
Federal  income  tax. 

4.  Income  Tax  Model  B 

A.  Introduce  dependents'  deductions  and  increasing  rates  in  social  security 
contributions. 

B.  Maintenance  of  Equal  Employee-Employer  Sharing  Principle  But  Justify 
Increased  Employer  Contribution  on  Tax  Deductability. 

5.  General  Model  A 

A.  Increase  employer  contribution  on  payrolls  to  G  percent  with  no   maximum 
earnings  limit. 

B.  Reduce  employee  contribution  to  4  percent  with  a  maximum  earnings  limit 
of  $20,000  a  year. 

C.  Refund  from  general  revenues  10  percent  of  earnings  to  low-income  indi- 
viduals. 

D.  Pay  from  general  revenues  part  or  all  of  the  cost  of  benefits  not  financed 
by  40  years  of  contributions. 

E.  Consolidate  parts  A  and  B  of  Medicare  with  general  revenues  paying  one- 
half  of  all  Medicare  expenditures. 

6.  Corporation  Tax  Model 

A.  Increase  the  corporation  income  tax  by  one  or  two  points  and  allocate  the 
income  to  the  social  security  system. 

B.  Reduce  employer  contribution  on  payrolls  to  4  percent. 

C.  Reduce  employee  contribution  to  4  percent. 

D.  See  D  and  E  above. 

7.  Douhle-Decker  Plan 

A.  Finance  a  basic  benefit  of  say  $140  a  month  to  all  aged  persons  out  of  gen- 
eral revenues. 

B.  Finance  the  second  tier  of  benefits  out  of  equal  employer-employee  payroll 
contributions. 


Employer  Tax  Rates  Under  the  Social  Security  Act,  1935  and  1973 

The  ultimate  employer  tax  rate  under  the  1935  Act  was  3%  for  social  security 
and  3%  for  unemployment  insurance,  or  a  total  of  6%.  If  we  talve  into  accouut 
that  the  tax  rates  were  applicable  to  the  first  $3000,  the  effective  rate  could  be 
computed  as  being  5.8%  on  total.  If  we  took  into  account  that  the  average 
corporate  tax  rate  was  about  13.75%  in  1935,  the  ultimate  employer  tax  rate 
for  social  security  and  unemployment  insurance  could  be  translated  into  an 
overall  rate  of  5.0%  for  the  original  1935  Act. 

Under  present  law,  1973,  the  nominal  rate  for  unemployment  insurance  rate 
is  3.28%,  but  with  the  .08%  being  temporary  tax  this  ultimate  rate  could  be 
viewed  as  being  only  3.2%.  If  we  took  into  account  the  effect  of  the  $4200  base 
and  the  experience  rating  procedures,  the  eifective  unemployment  insurance 
rate  on  all  payroll  would  be  0.8%  of  payroll.  For  social  security  the  present 
ultimate  employer  tax  rate  (old  age,  survivor,  disability,  and  hospital  insurance) 
is  7.3%.  If  we  took  into  account  the  effect  of  the  $12,600  maximum  earnings 
base,  the  tax  rate  on  all  payroll  would  be  6.3%. 

The  combined  employer  social  security  and  unemployment  insurance  nominal 
rate  of  10.5%  reduces  to  7.1%  when  the  effect  of  the  earning  base  and  experience 
rating  are  taken  into  account.  If  we  further  take  into  account  that  the  average 
corporate  tax  is  about  48%,  the  employer  tax  rate  for  social  security  and 
unemployment  insurance  would  be  further  reduced  to  3.7%. 

This  indicates  that  the  ultimate  employer  tax  rate  under  the  present  law 
for  social  security  and  unemployment  insurance  is  lower  than  the  ultimate  tax 
rate  on  the  original  1935  Act,  if  we  take  into  account  the  effect  of  the  taxable 
earning  base,  experience  rating,  and  corporate  taxes. 

Seiicator  Church.  Our  next  witness  is  IVIr.  Max  Manes  from  New 
Yorlv  City,  who  is  chairman  of  the  Seniors  for  Adequate  Social 
Security. 
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STATEMENT  OF  MAX  MANES,  CHAIRMAN  OF  SENIORS  FOR 
ADEQUATE  SOCIAL  SECURITY,  NEW  YORK,  N.Y. 

Mr.  Maxes.  Thank  yon. 

Senator  Church.  Mr.  ^Iimos,  it  is  aood  to  see  yon  a^ain,  and  I  want 
to  welcome  yon  here  this  mornino;,  Wonld  yon  proceed  to  read  yonr 
statement  and  then  there  may  be  qnestions. 

Mr.  Manes.  Yes,  sir.  If  I  may,  I  would  like  to  read  from  a  telegram, 
before  I  read  my  statement,  that  was  sent  to  the  chairman,  Senator 
Church,  from  the  Senior  Grass  Roots  Conference  that  was  held  in 
Xew  York  City  last  November  30 : 

Honorable  Frank  Church,  Chairman  of  the  Special  Committee  on  Aging: 
We  welcome  your  announcement  of  hearings  to  be  held  by  your  committee  on 
the  new  directions  in  Social  Security.  We  agree  that  "this  Nation  can  no  longer 
rely  on  catchup  benefit  raises  or  even  the  cost-of-living  adjustment  mechanism." 
More  fundamental  changes  are  necessary.  In  searching  for  a  solution  to  the 
income  problem  of  the  elderly,  they  themselves  should  be  heard.  We  therefore 
urge  your  committee  to  hold  sessions  with  the  elderly  and  where  they  are  to  be 
found  and  can  participate.  Some  of  these  sessions  should  take  place  right  here 
in  New  York  where  one  out  of  every  two  of  us  live  below  the  poverty  level. 

I  hope  that  such  hearings  take  place. 

Now  I  will  proceed  to  my  prepared  statement. 

My  name  is  Max  Manes.  I  am  cliairman  of  Seniors  for  Adequate 
Social  Security  (SASS)  which  is  affiliated  with  the  National  Council 
of  Senior  Citizens  and  the  Greater  New  York  Congress  of  Senior  Citi- 
zens. Thank  you  for  inviting  me  to  testif3^ 

P'irst  let  me  tell  you  that  the  elderly  people  in  New  York,  and  I  meet 
and  speak  with  many,  are  dissatisfied  with  the  5.9  percent  Social 
Security  increase.  It  is  too  little  to  begin  with,  and  then  to  have  to  wait 
until  July  1074  before  it  goes  into  effect  pi-oves  to  the  elderly  once 
again  that  there  is  a  lack  of  sensitivity  in  Washington  toward  their 
needs. 

To  quote  some  of  the  reactions  I  have  heard :  "The  way  prices  are 
going  up,  this  is  an  insult,''  "It's  an  outrage,"  "It  is  just  not  enough," 
or  "What  good  is  it  ?  We  will  only  lose  our  Medicaid  and  food  stamps." 

These  are  samples  of  the  milder  expressions.  To  make  up  for  the 
actual  loss  in  buying  power  caused  by  the  spiraling  cost  of  living  in  the 
past  year,  the  size  of  the  increase  should  be  substantially  raised,  and 
the  date  of  its  effectiveness  advanced  a  year. 

An  elderly  woman  said  to  me  the  other  day : 

Doctors  and  nutritionists  tell  us  to  eat  high  protein  foods,  meats,  eggs, 
and  put  us  on  special  diets  to  keep  us  healthy.  But  these  are  the  things  that  went 
up  most.  They  are  out  of  reach  now.  How  can  we  keep  healthy  and  avoid  illness, 
doctors,  hospitals,  medicines  and  the  huge  expenses  that  follow? 

The  elderly  know  that  the  things  they  need  and  buy  have  gone  up 
much  more  than  5  or  6  percent,  and  are  still  going  up  with  no  end 
in  sight.  But  they  are  told  to  wait  another  year  before  they  get  an  in- 
crease of  5.9  percent,  which  is  not  enough  to  make  up  for  the  loss  in 
buying  power  that  has  already  taken  place.  This  is  a  creeping  increase 
trying  to  catch  up  with  a  galloping  inflation. 

Living  Below  Pov'erty  Level 

The  smallness  of  the  increase  and  the  long  delay  in  the  date  when 
it  will  take  effect  means  it  will  be  impossible  for  the  elderly  to  catch 
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up  with  tlie  cost  of  livino;.  They  can  only  continue  to  fall  behind,  whUe 
their  living  conditions  Avill  get  worse!  The  millions  of  elderly  who 
live  below  poverty  level  or  close  to  it  seem  doomed  to  remain  tliere, 
unless  there  is  a  drastic  change  in  the  approach  to  the  problem. 

Those  of  us  wlio  are  not  now  in  that  category  live  in  constant  fear 
that  we,  too,  will  sink  to  poverty  level  in  the"  face  of  the  mnaway  cost 
of  living. 

Tlie  ]-etireme]it  income  crisis  which  a  task  force  of  your  committee 
spoke  of  some  time  ago  is  worse  now  and  is  rapidly  deepening.  It  is 
liigh  time  that  Congress  and  the  administration  faced  up  to  this 
crisis. 

Speaking  to  a  demonstration  of  seniors  organized  by  the  National 
Council  of  Senior  Citizens  June  7,  Senator  Harrison  Williams  referred 
to  the  1971  White  House  Conference  on  Aging,  at  which,  he  said, 
■'3,600  delegates  came  up  with  an  outstanding  program  to  make  life 
better  for  older  Americans."  And  lie  pledged  to  do  all  in  his  power  to 
see  that  the  recommeiidations  of  that  conference  "are  made  meaning- 
ful." 

We  Seniors  for  Adequate  Social  Security  feel  that  both  the  adnnnis- 
tration  and  Congress  have  neglected  the  recommendations  of  that 
conference. 

That  conference  put  the  finger  on  the  most  important  problem  facing 
the  elderly  when  it  said:  "Many  needs  of  the  elderly  and  many  prob- 
lems of  isolation  and  unhappiness  facing  the  elderly  can  be'  traced 
to  the  inadequacy  and  insecurity  of  their  incomes,"  and  also.  "Only 
when  their  incomes  are  adequate  and  secure  can  the  aged  be  expected 
to  lead  meaningful,  self-respecting  and  indejiendent  lives." 

We  agree  wholeheartedly  with  this,  and  therefore  think  both  the 
income  reconunendations  of  the  conference,  and  what  is  closely  related, 
the  health  reconnnendations.  must  not  continue  to  collect  dust. 

One  recommendation  called  for  "adoption  now,  as  the  minimum 
standard  of  income  adequacy,  of  the  intermediate  budget  for  an 
elderly  couple  prepared  by  the  Bureau  of  Labor  Statistics."  At  pres- 
ent figures,  this  would  be  about  $5,200  annually.  The  conference  also 
recommended  for  individuals  75  percent  of  the  budget  for  a  couple. 

This  was  considered  only  as  a  first  step  to  be  adopted  right  after  the 
conference. 

Another  recommendation  calls  for  "As  a  followup  in  the  progres- 
sion of  the  benefit  floor,  not  later  than  1974  the  minimum  income  for 
Social  Security  and  adult  assistance  beneficiaries  be  upgraded  to  pro- 
vide the  elderly  with  the  'comfortable'  standard  of  living  established 
by  the  Bureau  of  Labor  Statistics."  I  don't  have  the  latest  figures  with 
me,  but  I  think  it  is  about  50-percent  higher  than  the  intermediate 
budget. 

Furthermore,  the  conference  pointed  out  that : 

This  Nation  can  never  attain  a  reasonable  goal  of  income  security  as  long  as 
heavy  and  unpredictable  health  costs  threaten  income  of  the  aged. 

Priority  consideration  should  be  given  to  tlie  establishment  of  a  comprehensive 
national  health  security  program  which  would  include  the  aged  as  well  as  the 
rest  of  the  population. 

The  conference  also  recommended  that : 

Until  such  a  system  is  established,  the  Itenefits  of  ISIetlicare-Medicaid  should 
be  increased  immediately  to  include,  at  a  minimum,  out-of-hospital  drugs,  care 
of  the  eyes,  ears,  teeth  and  feet,  including  eyeglasses,  hearing  aids,  dentures, 
et  cetera,  and  improved  services  for  long-term  care. 
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The}'  stressed  that  "there  should  be  no  deductibles,  copayments,  or 
coinsurance." 

Changes  Aee  Long  Overdue 

It  is  more  than  a  year  and-a-half  now  since  the  1971  White  House 
Conference  on  Aging  was  held.  The  enactment  and  implementation  of 
its  recommendations  are  long  overdue.  The  problems  of  the  elderly 
cry  out  to  be  solved  now\  We  don't  have  time  to  wait. 

Thank  you. 

Senator  Church.  M't.  Manes,  I  share  some  of  your  frustration  over 
the  slow  progress  that  has  been  made  in  implementing  many  of  the 
recommendations  of  the  Conference  on  Aging.  I  also  understand  full 
well  how  the  elderly  feel  about  the  current  inflation. 

When  we  enacted  tlie  cost-of-living  provision  last  year,  hoping  to 
make  the  Social  Security  program  inflation  proof,  the'triggering  date 
was  January  1975.  That  has  been  moved  up  to  June  of  1974,  but  it  is 
still  a  year  away.  I  think  the  mistake  was  not  to  fix  the  triggering 
date  much  earlier.  Certainly  in  my  judgment  it  should  have  been  and 
could  have  been  set  for  January  of  1974,  that  is  the  end  of  the  year. 

That  Avould  mean  that  the  adjustments  would  come  each  year  and 
you  Avouldn't  have  to  wait  this  extra  long  period  of  time.  Though  we 
have  improved  this  some,  we  haven't  improved  it  enough.  I  think 
that  we  should  have  put  this  whole  cost  of  living  adjustment  into 
efi'ect  at  the  beginning  of  the  coming  year  and  then  have  it  take  effect 
and  let  it  be  autoanatic  each  year.  Now  not  only  do  you  have  to  wait 
until  June  of  next  year  for  this  5.9-percent  increase,  which  I  think 
is  much  too  long,  but  at  the  same  time  we  have  a  rampaging  inflation. 

The  last  figure  T  saw  indicated  that  the  inflation  is  now  proceeding 
at  an  S  percent  annual  rate.  It  is  hitting  in  the  verv  places  tlint  hurt 
the  older  peoj^le  the  worst.  The  worst  of  the  inflation  is  in  the  food 
prices. 

In  terms  of  what  the  elderly  face,  it  isn't  even  an  8-percent  infla- 
tion. A  very  large  part  of  their  budget  goes  to  buyinof  foods,  and  it  is 
right  here  that  the  prices  are  going  up  even  faster  than  elsowhei-e  in 
the  economy.  So  the  elderly,  it  seems  to  me,  like  all  people  limited  to 
incomes,  are  the  pi-incipal'victims  of  the  inflation.  I  agree  with  you 
in  Avhat  vou  have  said.  T  can  understand  Avhy  a  5.9  percent  increase 
does  not  look  large  in  the  face  of  the  present  inflationary  condition  and 
in  view  of  the  fact  that  you  have  to  wait  until  June  of  next  year  to 
get  it. 

T  just  want  to  sav  to  you  that  I  fully  understand  why  the  elderly 
feel  so  liard  pressed  as  they  go  to  the  grocery  store  from  day  to  day 
and  face  the  price  increases  that  are  occurring  in  food. 

Mr.  Maxes.  If  T  mav,  I  just  would  like  to  add  this.  T  worked  in  a 
senior  lunch  program  last  Friday  on  the  west  side  of  ;Manhattan  and 
a  number  of  the  people  thei-e  surrounded  me  and  they  started  talking 
to  me  like  they  almost  held  me  responsible  for  doing  it.  I  witnessed 
the  same  thing  vesterday  when  I  attended  another  group  in  East 
Harlem,  out  in  Central  Park.  Tliev  asked  me  to  come  over  and  speak 
to  them.  There  are  very  strong  feelings  among  the  elderly  all  over  tlie 
city  about  it.  They  feel  that  something  dirtv  has  been  done  to  them. 


276 

Slowness  of  Action 

Another  tiling  I  want  to  say  for  myself,  it  strikes  me  that  everybody 
in  Washin^on  knows  everything  about  the  elderly,  probably  more 
than  I  do.  They  know  all  of  the  problems.  It  has  been  studied  and 
restudied  so  many  times,  but  I  am  amazed  at  the  slowness  of  any  ac- 
tion. The  White  House  Conference  recommendations,  and  there  is  a 
wealth  of  material  in  those  documents  that  came  out  of  the  White 
House  Conference.  Well,  it  seems  people  have  forgotten  about  it.  It  is 
just  staying  there,  waiting  for  somebody  to  dig  them  up  again. 

I  want  to  say  that  I  come  here  not  only  to  the  Senate  committee,  but 
we  have  communicated  with  the  White  House.  We  wrote  a  letter  to 
President  Nixon  and  pointed  out  that  his  policy  runs  counter  to  the 
commitments  made  at  the  White  House  Conference.  We  pointed  out 
that  instead  of  doing  what  has  to  be  done,  we  pointed  out  that  after  18 
months  have  passed  in  this  since  the  White  House  Conference  rec- 
ommendations on  poverty  among  the  elderly. 

It  would  bring  us  nearer  the  goal  of  adequate  income  and  retirement 
in  accordance  with  the  American  standard  of  living  and  the  adminis- 
tration has  not  lifted  a  finger  to  carry  out  that  recommendation. 

Instead  of  proposed  increases  charged  under  Medicare  and  re- 
duced benefits,  he  has  cut  programs  for  aged  and  has  defeated  the  legis- 
lation and  impounded  funds  for  such  programs.  All  this  is  not  in  the 
interest  of  the  elderly. 

I  want  to  point  out  that  what  our  group  is  trying  to  do,  and  I  hope 
you  will  cooperate,  we  want  to  get  an  opportunity  to  the  elderly  to 
speak  for  themselves.  They  feel  that  they  have  not  been  properly  rep- 
resented in  AVashington,  and  that  is  why  we  want  you  to  come  to  New 
York  and  we  want  to  encourage  the  ederly — this  is  the  work  of  the 
group — to  encourage  the  elderly  and  get  them  up  to  speak  for  them- 
selves. They  may  not  be  as  articulate  as  some  of  the  professional 
people,  but  they  can  still  tell  their  story  just  as  well  in  their  own  way. 

Senator  Church.  Thank  you. 

Mr.  Manes.  Thank  you,  sir. 

Senator  Church.  You  are  a  spokesman  in  your  own  right.  We 
appreciate  your  coming. 

Mr.  ]\Ianes.  I  would  like  to  leave  here  some  letters  that  we  sent 
to  President  Nixon  and  copies  of  letters,  and  also  a  petition  that  we 
have  circulated  calling  for  enactment  of  the  White  House  Conference 
income  recommendations  and  also  a  resolution  that  was  adopted  at 
the  Senior  Conference  last  November  30. 

Senator  Chtjech.  Those  papers  will  be  included  in  the  record. 

[The  information  follows :] 

Seniors  For  Adequate  Social  Security, 

Netv  York,  N.Y.,  May  2Jf,  1973. 
President  Richakd  M.  Nixon, 
The  White  House, 
Washington,  D.C. 

Dear  1\Ir.  President  :  In  your  197.3  Senior  Citizens  Montli  Proclamation  you 
state :  "Onr  older  citizens  have  given  their  best  to  America.  Now  they  deserve 
the  best  from  America." 

No  older  American  will  disagree  with  that.  But  the  policies  of  your  Adminis- 
tration in  dealing  with  the  problems  of  the  elderly  do  not  reflect  the  spirit  of 
these  words — they  run  counter  to  it. 
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Eighteen  months  have  passed  since  the  White  House  Conference  on  Aging.  The 
income  recommendations  of  that  Conference  would  reduce  poverty  among  the 
elderly.  It  would  bring  us  nearer  the  goal  of  "An  Adequate  Income  in  Retirement 
in  Accordance  with  the  American  Standard  of  Living."  Your  Administration 
has  not  lifted  a  finger  to  carry  out  these  recommendations. 

Instead  you  have  proposed  to  increase  charges  under  Medicare  and  reduce 
benefits.  You  have  cut  programs  for  the  aged.  You  have  vetoed  legislation  and 
impounded  funds  for  such  programs.  All  this  is  not  in  the  interest  of  the  elderly. 

We  Seniors  assembled  in  Brotherhood-in-Action  Auditorium  on  May  24.  1973, 
call  upon  you  to  reverse  your  present  policy  and  to  proceed  without  delay  to 
implement'the  Income  Recommendations  of  the  White  House  Conference,  and 
also  those  dealing  with  health  and  other  problems  facing  America's  elderly. 
Sincerely, 

Max  Manes,  Chairman. 


Resolution  Adopted  at  Gkass-Roots  Conference 

We,  delegates  assembled  at  the  Senior  Grass-Roots  Conference  at  Brotherhood- 
in-Action  Auditorium,  Thurdsay,  Nov.  30,  express  our  deep  concern  over  the 
failure  of  Social  Security,  Medicare  and  other  programs  for  the  aged  to  really 
meet  our  needs. 

Recent  measures  heralded  as  great  improvements  fade  into  insignficance  in 
the  face  of  the  magnitude  of  the  problem.  The  widespread  poverty,  the  hardships 
and  innumerable  difficulties  the  elderly  encounter  in  their  daily  lives  cry  out  for 
much  more  meaningful  action. 

The  first  objective  of  the  1965  Older  Americans  Act  is  "An  Adequate  Income 
in  Retirement  in  Accordance  with  the  American  Standard  of  Living."  Although 
this  Act  has  been  law  since  July  14,  1965,  it  has  not  yet  been  implemented. 

The  Income  Recommendation  of  the  1971  White  House  Conference  on  Aging 
says  that  cash  income  in  accordance  with  "the  American  Standard  of  Living" 
should  be  an  immediate  goal  for  older  people.  It  calls  for  the  adoption  now  as  a 
minimum  standard  of  the  intermediate  Budget  for  an  elderly  couple  of  the 
Bureau  of  Labor  Statistics  (the  latest  published  figure  is  $4,776  annually),  with 
75%  of  this  amount  for  single  individuals.  This,  too,  still  has  to  be  acted  upon. 

The  entire  level  of  Social  Security  Benefit  payments  should  be  raised,  based  on 
the  above  as  a  minimum ;  and  coverage  should  be  extended  to  all  the  aged. 

This  Conference  urges  seniors  to  set  up  local  action  committees  to  work  for 
this  goal ;  and  also  for  full  and  free  coverage  of  all  our  health  needs,  and  for  the 
improvement  of  all  programs  for  the  aged  at  Federal,  State  and  local  levels. 

To  attain  this,  broad  public  support  must  be  rallied.  An  educational  campaign 
to  acquaint  the  public  with  the  crucial  problems  of  the  aged  should  be  developed. 
Our  petition  to  Congress  can  be  used  here.  Also,  a  large  public  rally  with  promi- 
nent speakers,  who  can  attract  a  wide  audience,  should  be  planned  for  early 
spring. 

We  urge  the  Senate  Special  Committee  on  Aging  to  hold  its  announced  hearing 
on  New  Directions  in  Social  Security  where  the  elderly  can  participate.  Some  of 
the  sessions  can  take  place  right  here  in  New  York,  where  half  of  all  the 
elderly  live  below  poverty  level.  (A  telegram  to  this  effect  was  sent  to  Senator 
Church,  Committee  Chairman,  from  the  Conference)  If  necessary,  a  large  dele- 
gation of  seniors  should  be  organized  to  go  to  the  hearings  in  Washington. 

The  Conference  expressed  its  dismay  at  the  continuation  of  the  war  in  Viet- 
nam. It  also  urged  the  elimination  of  the  limit  on  earnings  for  Social  Security 
recipients. 

A  Continuations  Committee  was  set  up,  empowered  to  implement  the  above 
proposals. 

Petition — To  the  Congress  of  the  United  States 

Whereas,  thirty-five  years  after  the  enactment  of  Social  Security  many  mil- 
lions of  older  Americans  live  in  poverty  and  lack  security,  and 

Whereas,  long  recognized  shortcomings  and  inequities  in  the  Social  Security 
and  Medicare  programs  have  remained  uncorrected,  and 
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Whereas,  the  situation  of  the  aged  continues  to  deteriorate  without  a  solu- 
tion in  siglit  to  their  numerous  problems  of  income,  liousins?,  heaUli  transnorta- 
tion,  etc..  lie  it  therefore 

7.'e.vr>/re,/.  That  we  call  on  Congress  to  enact  into  law  tlie  resolution  of  the 
recent  ^^  hite  House  Conference  on  Aging  calling  for  a  minimum  Social  Security 
E'>'''!"t"^  '^'^^^  "*"  ^^'"^  intermediate  budget  for  the  elderl.v  of  the  Bureau  of  Labor 
Statistics  (currentl.v  ^5.200  for  a  couple)  with  75%  of  this  for  an  individual,  to 
be  increased  automatically  as  living  costs  rise  ;  and  be  it  further 

h'cxolrcl  That  in  order  to  establish  real  securit.v.  including  complete  heaitli 
care,  tor  all  the  aged,  we  call  on  Congress  and  the  White  House  to  make  basic 
nf  fi'^'iofi-  A'iJ''''*'f^  Securit.v  and  Medicare  programs  to  fulfill  the  commitments 
ot  the  196o  Older  Americans  Act,  the  first  of  which  calls  for  "An  adequate  in- 
come  in  retirement  in  accordance  with  the  American  standard  of  living." 

Senator  Chltrch.  Thank  you,  Mr.  Manes. 

Our  heajmg  will  recess  until  10  tomorroAv  morninor.  We  don't  have 
quarters  of  our  own  m  this  conunittee  so  we  luue  to  o-o  where  si)ace  is 
available.  Ihe  hearmo-  will  begin  at  10  tomorrow  morning  in  room  1114 

L>\iiereupon,  at  12:40  p.m.,  the  special  committee  recessed  to  re- 
convene at  10  a.m.  on  Thursdav.  Julv  26. 1973.] 
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ADDITIONAL  MATERIAL  FROM  WITNESS 

LETTER    FROM    WILBUR    COHEX,    DEAN,    SCHOOL    OF    EDUCATION. 
UNIVERSITY    OF    MICHIGAN,    IN    RESPONSE    TO    A    LETTER    FROM 

SENATOR  CHURCH,  AUGUST  10, 1973 

August  10.  1973. 

Dear  Senator  Church  :  lu  response  to  your  letter  of  July  27,  I  submit  the 
following  replies  to  your  11  questions : 

/  hrliere  that  in  the  pafit  tjoii  hare  ftuggcstcd  that  consideration  he  nivcn 
to  a  differential  in  the  contribution  rates  for  employers  and  employees,  ivith  a 
hif/her  corporate  rate.  Do  you  still  favor  such  a  change? 

It  is  one  possibility  among  many.  It  should  be  considered  along  with  the  other 
proposals  I  presented. 

/  have  received  complaints  from  self-employed  persons  about  the  inequity 
of  charging  them  one  and  one-half  times  the  enrployee  contribution  rate.  Will 
you  please  explain  the  rationale  for  the  present  provision  and  give  us  any 
suggestions  for  change. 

The  rationale  for  charging  self-employed  persons  less  than  the  combined 
employer-employee  contribution  rate  is  that  some  .self-employed  do  not  retire 
at  age  65  and  employei's  can  deduct  the  employer  contribution  as  a  business 
exi>ense.  Consequently,  the  coml)iiu'd  contriljution  was  reduced  by  about  2.j 
I>ercent  for  the  self-employed.  Cue  iiossii)ility  is  to  allow  the  self-employed  to 
deduct  from  their  income  tax  one-half  of  their  contribution  as  a  business  expense. 

In  suggesting  that  disability  benefits  be  paid  to  individuals  unable  to  engage 
in  their  customary  occupations,  vouhl  you  apply  this  change  to  younger  as  well 
as  fdder  disabled  irorkers:' 

No.  Only  to  individuals  age  o.l  and  over. 

You  propose  as  an  immediate  step  that  Medicare  be  broadened  to  cover  pre- 
scription drugs  and  hearing  aids  and  glasses  "with  appropriate  cosharing  of 
■costs."  What  administrative  difflcultirs  might  be  cau-'icd'  Hoic  could  th-y  be 
avoided? 

Any  deductible  or  coinsurance  provision  cau.ses  some  difficulties.  I  propose  a 
very  simple  deductible  for  prescription  drugs  such  as  $2  or  $1  per  prescription 
and  a  coinsurance  of  20  percent  of  the  cost  of  any  devices,  glasses,  or  aids. 

You  suggest  a  novel  approach  to  i^ocial  Security  coverage  for  houseicives. 
Would  you  provide  additional  arguments  for  your  view  that  this  coverage  be 
compulsory?  How  would  low-income  families  participate? 

It  would  enable  all  women  to  have  protection  against  the  major  hazards 
irresjiective  of  whether  they  were  married,  divorced,  single,  sick  or  disabled. 
Low-income  individuals  could  participate  by  making  contributions  only  on  a 
-minimum  earnings  basis. 

Since  wives  are  already  eligible  for  one-half  the  husband's  benefit,  without 
payment  of  additional  contributions,  would  not  this  be  of  benefit  primarily  to 
other  relative.1 — the  maiden  aunt,  for  example — or  some  other  household  member 
icho  maintains  the  homef 

Yes.  This  is  an  important  small  group  which  is  now  left  out  of  protection. 
IMy  proposal  would  enable  them  to  be  protected. 

Dea7i  Cohen,  does  your  suggestion  for  gradually  reducing  the  age  of  eligibility 
for  SSI  to  55  mean  that  you  favor  iporhing  toward  a  lower  retirement  age  for 
■Social  Security  benefits? 

Not  necessarily. 
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Should  Congress  have  its  otcn  actuary,  or  actuaries,  to  help  it  arrive  at  sound 
Social  Security  legislation? 

Yes. 

It's  become  fashionable  to  say  that  Medicare  contributed  enormously  to  the 
rapid  increases  in  the  rise  of  health  care  costs.  Would  you  tell  us  more  about 
your  views  on  this  subject? 

I  don't  think  the  facts  really  bear  this  out.  Medical  costs  were  rising  before 
Medicare.  In  addition,  medical  costs  have  risen  for  services  not  covered  by 
Medicare  such  as  pediatric,  obstetric  and  dental  services.  It  is  just  too  simplistic 
to  say  that  Medicare  caused  the  increases.  Medicare  just  happened  to  come  along 
when  costs  were  rising  because  of  other  factors.  It  is  unfair  to  blame  the  situation 
on  Medicare. 

Dean  Cohen,  when  you  testified  before  this  committee  in  May  1970,  yon  sup- 
ported the  adm,inistration' s  endorsement  of  prepaid  group  practice,  and  specif- 
ically a  proposal  for  adding  a  new  section  to  Medicare  {p.  1793).  Are  you  satis- 
fied icith  subsequent  efforts  by  the  administration  to  promote  ivhat  we  have  come 
to  call  HMO's? 

No,  but  I  am  also  disappointed  in  the  failure  of  Congress  to  take  prompt  and 
effective  action  on  substantive  legislation  and  appropriations  in  this  area. 

Do  you  not  think  that  private  pensions  should  have  complete  portability  just 
as  the  Social  Security  system  does? 

No.  It  would  be  too  costly.  However,  I  do  favor  vesting  under  appropriate 
conditions. 

With  best  personal  wishes, 
Sincerely, 

Wilbur  J.  Cohex,  Dean. 


Appendix  2 
LETTERS  FROM  INDIVIDUALS  AND  ORGANIZATIONS 

LETTER  FROM  NELSON  H.  CRUIKSHANK,  PRESIDENT,  NATIONAL 
COUNCIL  OF  SENIOR  CITIZENS,  INC.,  WASHINGTON,  D.C.,  TO  SEN- 
ATOR CHURCH,  AUGUST  21, 1973 

August  21,  1973. 

Dear  Senator  Church  :  Thank  you  for  giving  me  an  opportunity  to  comment 
on  proposals — made  at  your  recent  hearings  on  new  directions  in  Social  Security — 
for  establishing  an  independent,  nonpolitical  board  to  administer  the  Social 
Security  system. 

At  this  time,  I  am  expressing  my  personal  views,  rather  than  the  official  posi- 
tion of  the  National  Council  of  Senior  Citizens.  Bill  Hutton  and  I  consider  this 
matter  so  important  and  timely  that  we  are  placing  it  on  the  agenda  of  our 
September  board  meeting.  Since  I  am  sure  that  you  too  will  wish  to  explore  the 
whole  subject  most  thoroughly,  there  will  undoubtedly  be  future  opportunity  for 
presenting  the  NCSC's  official  position. 

Every  man,  woman  and  child  in  this  country  has  a  vital  stake  in  the  Social 
Security  programs  of  OASDI,  HI,  SMI,  and  SSI,  and  has  a  right  to  be  assured 
that  the  trust  fund  will  be  administered  with  integrity  and  objectivity,  and 
that  there  is  continuous  review  of  the  system's  effectiveness  and  fiscal  soundness. 
Accordingly,  I  wholeheartedly  favor  the  principle  of  administering  these  programs 
through  an  independent,  nonpolitical  agency,  be  it  called  a  "board,"  a  "commis- 
sion," an  "authority,"  or  whatever. 

Such  an  independent  agency  would  underscore  in  the  public  mind  the  essential 
difference  between  these  social  insurance  programs  and  other  operations  of  the 
Government.  It  would  also  provide  greater  visibility  and  prestige  as  well  as  opti- 
mum responsiveness  to  the  constituents — and  again  I  point  out  that  the  constitu- 
ency encompasses  all  our  people,  regardless  of  age.  An  important  specific  charge 
to  this  agency  should  be  to  develop  and  carry  out  an  aggressive  informational 
program.  Our  observation  of  social  insurance  programs  in  otlier  countries  indi- 
cates that  this  informational  responsibility  is  an  important  part  of  the  right 
to  know  on  the  part  of  beneficiaries,  and  of  the  effective  administration  of  the 
program. 

An  independent,  nonpolitical  agency  could  assure  continuity  in  both  the  review 
of  the  system's  effectiveness  and  in  its  day-to-day  administration — a  continuity 
that  cannot  possibly  be  achieved  under  the  present  system  when  the  administering 
officials  are  subject  to  change  every  few  years  and  the  program  is  reviewed  only 
intermittently  by  an  advisorj'  council  or  by  the  Congress. 

Another  advantage  is  that  it  would  be  made  clear  that  the  agency  has  its  own 
source  of  funding  through  the  tnist  funds  it  administers.  Indeed,  our  Social 
Security  system  now  has,  but  this  is  a  fact  not  commonly  recognized  by  the  gen- 
eral public  who  are  surprised  to  learn  that  their  Social  Security  system  owns 
its  own  buildings  and  equipment  and  finances  its  own  operations. 

An  important  essential  would,  of  course,  be  removal  of  the  Social  Security 
trust  fund  expenditures  from  the  consolidated  budget.  Thus,  Social  Security 
expenditures  could  be  assessed  on  their  own  merits  and  in  relation  to  sound  actu- 
arial principles  rather  than  primarily  through  their  immediate  impact  on  the 
annual  Federal  budget.  Furthermore,  the  other  programs  now  under  DHEW 
would  be  relieved  of  the  need  to  absorb  more  than  their  reasonable  share  of  De- 
partment-wide budget  cuts  when  they  are  imposed — cuts  that  are  heavily  weighted 
by  the  sheer  size  of  the  Social  Security  program  and  its  irreducible  obligations. 

One  question  you  will  wish  to  explore  is  the  possibility  that  the  agency  could 
be  truly  independent  witli  respect  to  both  policy  and  operations  but — for  pur- 
poses of  conforming  to  so-called  "sound  principles  of  public  administration" — 
would  be  placed  under  the  umbrella  of  DHEW,  in  somewhat  the  same  manner  as 
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such  federally  aided  corporations  as  Howard  University  and  Gallaudet  College. 

I  would  suggest  that  the  committee  also  study  the  Tennessee  Valley  Authority 
as  a  possible  model. 

You  may  be  interested  in  my  initial  thoughts  as  to  some  of  the  specific  pro- 
visions to  be  included  in  any  legislative  proposal.  The  "board  of  directors"  should 
be  small  since  these  directors  will  be  serAiug  full  time ;  five  might  be  a  reason- 
able number  to  assure  continuity  through  staggered  terms  as  well  as  representa- 
tion of  both  parties.  Employees  should  continue  to  be  under  Civil  Service.  There 
will  be  need  for  writing  in  certain  controls  on  the  agency,  such  as  the  require- 
ment that  the  major  legislative  proposals  would  be  cleared  through  the  President 
and  that  the  ai)propriation  process  be  much  the  same  as  now.  The  board  of  trustees 
(the  Secretaries  of  the  Treasury,  Labor,  and  HEW)  would  continue  as  managers 
of  the  funds,  with  the  chairman  of  the  agency's  board  of  directors  acting  as 
secretary. 

The  statutory  Social  Security  Advisory  Council,  the  Health  Insurance  Bene- 
fits Advisory  Council,  and  other  special-puiijose  advisory  councils  would  still  be 
jieeded.  but  their  membership  would  be  appointed  by  the  board  of  directors  rather 
than  by  the  Secretary  of  HEW — thereby  enhancing  the  non-political  character 
of  the  system. 

Again  thank  you  for  giving  me  an  opportunity  to  comment.  As  your  committee 
imrsues  this  important  improvement  in  Social  Security,  NOSC  stands  ready  to 
lielp  you  in  any  way. 

Sincerely  and  respectfully  yours. 

Nelson  H.  Cruikshank,  President. 


LETTER    FROM   ROY   E.    SOLPER,    MAY  WOOD.   CALIF..    TO   SENATOR 
THOMAS  F.  EAGLETON,  AUGUST  24,   1973 

August  24,  191.]. 

Honorable  Senator  :  I  read  in  the  editorial  enclosed  that  you  have  been  hold- 
ing hearings  which  may  well  result  in  a  drive  for  corrective  legislation  early  next 
year.  Your  historical  success  will  be  permanently  recorded  and  appreciated  by  our 
whole  country. 

I  am  also  enclosing  a  copy  of  my  article  sent  for  publication  by  AARP  News 
Bulletin  dated  December,  1971  to  refute  another  article  of  Mr.  Robert  M.  Hall 
published  in  the  November,  71  issue  of  the  same  Bulletin. 

There  are  actually  about  two  million  retirees  whose  pensions  are  either  reduced 
or  withheld  on  account  of  the  "retirement  test,"  and  there  is  a  total  of  ten  mil- 
lion under  72. 

This  is  what  I  propose  for  your  consideration  that  might  help  to  correct  the 
actual  legislation : 

( 1 )  Cancel  that  "retirement  test"  for  retirees  under  72. 

(2)  Specifically  convert  what  it's  called  "benefits"  into  a  regular  pen.sion. 
As  such,  it  won't  be  subject  to  reduction  or  withholdings,  nor  it  will  increase 
any  time,  except  for  the  current  cost  of  living  provisions. 

(3)  Any  pensioner  under  72,  with  adjusted  gross  income  of  $3,600  and  over 
per  year,  will  pay  Social  Security  and  income  taxes  in  accordance  with  the 
current  tax  tables. 

(4)  These  Social  Security  taxes  and  Federal  Income  Taxes  produced  by 
such  pensioners,  will  both  engross  the  Social  Security  trust  fund.  As  you 
know,  the  present  "retirees,"  no  matter  their  income,  don't  suppose  to  pay 
Social  Security  taxes,  with  the  result  that  the  S.S.  trust  fund  loses  a  double 
revenue,  the  one  paid  by  the  employee,  and  the  same  amount  paid  by  his 
employer.  On  the  other  hand,  the  income  taxes  of  those  presently  paying 
them,  are  absorbed  by  the  general  U.S.  Treasury.  This  revenue  should  go  to 
the  S.S.  trust  fund  also,  simply  because  it  is  produced  by  a  "retiree." 

There  are  many  advantages  with  the  above  proposed  amendment.  The  S.S.  trust 
fund  won't  appreciably  be  imbalanced  when  fully  paying  the  pensions.  No  need 
to  provide  for  increases  on  the  S.S.  contributions  paid  by  covered  workers  and 
employers.  They  already  have  been  increased  too  much. 

No  need  for  the  actual  legion  of  employees  checking  and  accounting  for  com- 
jtliance  by  retirees  with  that  "retirement  test".  The  savings  on  those  salaries  will 
make  up  for  any  small  deficit. 
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But  the  paramount  advantage  I  see  in  the  above  proposed  reassessment,  will 
be  that  all  pensioners  will  feel  involved  in  life  as  producers  of  wealth  with  their 
continued  active  participaton  in  the  labor  forces.  Never  again  will  they  be 
considered  as  retired,  economically  needed,  parasites,  outcasts  and  inferiors. 
They  will  develop  a  superiority  complex  prodding  them  to  show  freely  and  gain- 
fully, with  their  long  earned  experience  and  mature  minds,  that  these  qualities, 
not  only  the  youthful  ones,  have  achieved  progress  and  fulfillment  in  our  society. 
For  your  continued  success, 
Respectfully, 

Roy  E.  Solper. 
[Enclosure.] 

Social  Securitt 

The  nation's  Social  Security  system  today  reduces  the  benefits  of  recipients 
whose  post-retirement  work  activities  earn  them  more  than  .$2100  a  year.  Yet 
there  is  no  such  penalty  for  those  fortunate  enough  to  have  supplemental  income 
of  any  size  from  pensions,  rents,  dividends,  annuities  or  interest. 

This  long-standing  injustice  is  in  the  midst  of  an  objective  reassessment  by 
<  'ongress.  The  Senate  Subcommittee  on  Aging,  headed  by  Sen.  Thomas  F.  Eagleton 
(D.-Mo.),  has  been  holding  hearings  which  may  well  result  in  a  drive  for  correc- 
tive legislation  in  early  1974. 

Both  sides  of  the  question  got  their  latest  airing  at  a  two-day  hearing  of  the 
subcommittee  on  July  25  and  July  26.  Wilbur  Cohen,  former  secretary  of  Health, 
Education  and  Welfare,  defended  the  government's  traditional  position.  The 
challenge  came  from  the  American  Association  of  Retired   Persons. 

Cohen  restated  the  official  view  that  Social  Security  was  never  intended  as  a 
retirement  program  per  se.  Its  purpose,  he  reiterated,  was  to  help  pad  out  income 
lost  by  retirement.  He  declared  that  no  recipient  should  be  allowed  to  earn  more 
than  $2400  a  year — the  expanded  maximum  effective  on  July  1, 1974. 

The  opposition,  in  essence,  contended  that  Social  Security  should  become 
a  true  pension  plan.  It  is  seeking  an  early  post-retirement  earning  maximum  of 
.$3600  a  year,  but  its  ultimate  goal  is  equal  payment  to  retired  persons  regardless 
of  their  working  or  any  other  kind  of  supplemental  income. 

That's  the  way  it  should  be.  Philosophically,  practically  and  on  the  basis  of 
pure  common  sense,  it  is  unfair  and  unwise  to  discourage  people  from  trying  to 
better  their  existence  simply  because  they  have  quit  the  normal  rat  race. 

If  all  restrictions  on  earned  income  for  retired  persons  were  removed,  estimates 
indicate,  it  would  cost  the  Social  Security  system  up  to  $4  billion  more  a  year, 
This  is  a  sizeable  sum  indeed,  but  the  obscured  fact  is  that  federal  income  would 
automatically  be  increased  considerably  by  lower  welfare  payments  and  highei 
income  tax  collections. 

The  essential  point  is  that  the  present  system  is  unfair  from  any  viewpoint. 
Sooner  or  later  it  will  have  to  be  corrected,  and  the  sooner  the  better. 
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FUTURE  DIRECTIONS  IN  SOCIAL  SECURITY 


THURSDAY,  JULY  26,    1973 

U.S.  Sexate, 
Special  Committee  on  Agixg, 

Washington^  B.C. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  room  1114,  Dirk- 
sen  Office  Building,  Hon.  Frank  Church,  chairman,  presiding. 

Present :  Senators  Church  and  Fong. 

Also  present :  William  E.  Oriol,  staff  director ;  Elizabeth  M.  Heid- 
breder,  professional  staff  member;  John  Guy  Miller,  minority  staff 
director;  Robert  M.  M.  Seto,  minority  counsel;  Dorothy  McCamman, 
consultant ;  Patricia  G.  Oriol,  chief  clerk ;  Gerald  Strickler,  printing 
assistant ;  Yvonne  McCoy  and  Ann  Todaro,  clerks. 

Senator  CiiuRcn.  The  hearing  -vTill  come  to  order.  This  is  the  2d 
day  of  this  series  of  hearings  on  Future  Directions  in  Social  Security. 

The  committee  is  making  the  subject  matter  of  these  hearings  a 
major  matter  of  study  during  the  current  year.  This  morning  our  first 
witness  is  Mr.  Cyril  Brickfield,  who  is  the  legislative  counsel  of  the 
National  Retired  Teachers  Association  and  the  American  Association 
of  Retired  Persons. 

His  organization  has  made  a  major  effort  in  preparing  a  statement. 
The  total  complete  statement  is  154  pages  in  length,  but  in  order  to 
accommodate  the  needs  of  the  committee  due  to  the  limitations  on 
our  time.  I  understand  Cy.  that  you  have  a  summary  version  that  you 
will  read  this  morning,  and  I  am  sure  there  will  be  questions.^ 

Senator  Foxg.  Mr,  Chairman,  I  am  glad  to  welcome  the  witnesses. 
I  don't  think  I  will  have  time  to  read  the  154  pages  now.  but  I  will  read 
the  summary.  I'm  sorry  I  will  not  be  able  to  remain  long  because  of  a 
conference  with  the  House  on  an  appropriation  bill  that  will  begin  at 
10 :30  a.m.,  so  I  will  read  your  statement. 

Mr.  Brickfield.  Thank  you.  We  know  you  as  a  good  friend  of  the 
associations.  \^'Tien  we  have  meetings  here  in  Washington  and  else- 
where, you  have  always  been  kind  enough  to  come  to  them  and  to 
support  us  in  our  legislative  efforts  and  we  appreciate  it. 

Senator  Foxg.  I  am  getting  old. 

[Laughter.] 

Senator  Church.  That's  a  universal  problem  with  us. 

1  See  appendix,  p.  319,  for  complete  statement  submitted  by  Mr.  Brickfield. 
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Mr.  Brickfield.  We  appreciate  John  Guy  Miller,  too,  Senator  Fong. 
We  call  on  him  from  time  to  time  and,  I  don't  Imow,  he  must  have  an 
in  with  you  some  Avay,  because,  through  him,  you  have  been  most 
helpful  to  us. 

Senator  Fong.  Thank  you. 

STATEMENT  OF  CYRIL  BRICKFIELD,  LEGISLATIVE  COUNSEL,  THE 
NATIONAL  RETIRED  TEACHERS  ASSOCIATION,  AMERICAN  ASSO- 
CIATION OF  RETIRED  PERSONS,  ACCOMPANIED  BY  HON.  JOHN 
MARTIN,  CONSULTANT  AND  FORMER  U.S.  COMMISSIONER  ON 
AGING;  JAMES  HACKING,  LEGISLATIVE  REPRESENTATIVE; 
HON.  WILLIAM  MITCHELL,  CONSULTANT  AND  FORMER  SOCIAL 
SECURITY  COMMISSIONER;  PETER  W.  HUGHES,  LEGISLATIVE 
REPRESENTATIVE;  AND  TOM  BORZILLERI,  ECONOMIC  CONSULT- 
ANT 

Mr.  Brickfield.  I  am  Cyril  F.  Brickfield,  legislative  counsel  to  the 
country's  largest  organizations  of  older  Americans — the  affiliated,  non- 
profit National  Retired  Teachers  Association  and  the  American  Asso- 
ciation of  Retired  Persons.  The  combined  membership  of  our  asso- 
ciations presently  exceeds  5.5  million. 

I  might  say  as  an  aside,  Senator,  hopefully  by  the  end  of  the  year 
we  will  be  at  6  million  members. 

I  am  accompanied  this  morning  on  my  immediate  right  by  Mr.  John 
Martin,  who  is  the  former  Commissioner  of  the  Administration  on 
Aging;  and  to  his  right  by  Mr.  William  Mitchell,  who  is  a  former 
Commissioner  of  Social  Security.  Both  these  gentlemen  are  consult- 
ants to  our  association. 

Senator  Fong.  'WHiat  is  the  ratio  of  teachers  to  other  retired  persons 
in  your  group  ? 

Mr.  Brickfield.  We  have  about  375,000  members  who  are  members 
of  the  National  Retired  Teachers  Association,  and  about  5,300,000 
members  of  the  American  Association  of  Retired  Persons,  so  that's 
375,000  teachers  and  5,300,000  of  other  retired  people  which  combined 
brings  us  to  over  514  niillion  total  combined  membership  of  both 
organizations. 

I  am  also  accompanied  this  morning,  INIr.  Chairman,  and  Senator 
Fong,  by  Mr.  Peter  Hughes,  an  associate  of  mine  on  the  far  end.  and 
by  Mr.  Tom  Borzilleri  and  Mr.  James  Hacking,  who  did  the  yeoman 
Avork  in  preparing  this  document  for  us  this  morning. 

I  would  like  to  begin  by  expressing  our  associations'  appreciation 
for  the  opportunity  to  participate  in  this  second  phase  of  hearings 
on  future  Social  Security  directions. 

Retirement  Income  Security 

If  you  will  examine  the  table  of  contents  of  our  prepared  state- 
ment, which,  with  the  permission  of  the  committee,  I  shall  now  intro- 
duce for  inclusion  in  this  hearing  record,^  you  will  find  that  it  treats, 


1  See  appendix,  p.  319. 
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in  some  considerable  detail,  a  broad  spectrum  of  retirement  income 
security  topics,  including  the  present  income  situation  of  the  elderly 
and  prospects  for  the  future,  old  age,  survivors,  and  disability  insur- 
ance, supplemental  security  income,  private  pensions,  employment,  the 
retirement  income  credit,  and  the  need  to  coordinate  existing  public 
pension  systems.  Time  constraints  precluded  our  treating  adequately 
health  care  and  property  tax  relief  (both  of  which  substantially  erode 
retirement  income),  consequently,  these  items  were  not  included. 

Senator  Church.  You  may  incorporate  the  statement  at  this  point. 

[See  appendix,  page  319.  for  complete  statement.] 

Mr.  Brickfield.  Also,  touching  upon  the  revision  of  the  income 
credit,  now  b}^  way  of  introduction,  I  would  like  to  say  that  today  I 
was  speaking  to  ]Nir.  ^Mitchell  this  morning  on  this  particular  subject 
and  I  asked  him,  "How  is  it  that  they  haven't  been  able  to  obtain  this 
before?"  And  he  told  me  that  he  feels  that  a  great  number  of  our 
people  just  don't  earn  enough  income  to  pay  enough  tax  that  will  sup- 
port a  large  enough  benefit  payment  when  they  do  retire,  and  you  have 
Mr.  Mitchell  here,  as  you  can  see.  Senator,  and  if  you  want  to  supple- 
ment my  remarks  as  we  go  along,  itwould  be  fine. 

Mr.  Mitchell.  I  think  that's  the  reason. 

Senator  Church.  That's  been  aggravated,  has  it  not,  immeasurably 
by  the  continuous  inflation. 

Mr.  Mitchell.  A  great  deal,  yes.  Senator. 

Senator  Church.  So  that  large  dollars  have  gone  in  and  smaller 
dollars  come  out. 

Mr.  INIiTCiiELL.  Right. 

Senator  Church.  Which  has,  I  think,  been  the  chief  underminer 
of  the  Social  Security  program. 

Mr.  INIiTCHELL.  Probably  the  single  greatest  problem,  as  I  see  it, 
that  needs  to  be  licked  at  the  present  time. 

Senator  Church.  Yes. 

Ml-.  Brickfield.  Mr.  Chairman,  I  would  like  to  point  out  the  in- 
creasing concern  of  our  associations  with  the  development  of  the  Medi- 
care and  Medicaid  programs  and  the  level  of  care  they  presently 
provide.  Instead  of  progressing  with  respect  to  health  care  for  the 
elderly,  we  may  well  be  regressing.  The  enactment  of  the  administra- 
tion's Medicare  cost-sharing  proposals  would  tend  to  reinforce  this 
trend. 

Encouraged  by  Congressional  Concern 

I  would,  however,  add  that  we  are  encouraged  by  congressional 
concern  with  improving  the  health  care  situation.  We  certainly  com- 
mend the  chairman  and  Senator  Mondale  for  expressing  their  sense 
of  concern  through  Senate  Resolution  124. 

Because  the  scope  of  the  material  contained  in  our  prepared  state- 
ment is  so  comprehensive  and  exhaustive,  we  shall  confine  our  remarks 
this  morning  to:  Present  and  future  retirement  income  needs;  old  age, 
survivors,  and  disability  insurance,  with  respect  to  future  standards 
of  adequacy  for  the  replacement  of  earnings  lost  due  to  retirement, 
the  financing  of  Social  Security,  the  retirement  test,  and  the  need  to 
establish  a  bipartisan  Social  Security  board ;  revision  of  the  increasing 
economic  necessity  to  retain  older"^ persons  in  the  labor  force;  and 
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the  need  to  better  coordinate  this  country's  basic  public  pension 
systems. 

Today,  it  is  generally  accepted  that  over  the  years  the  Social  Security 
program  has  actively  attempted  to  provide  an  adequate  minimum  level 
of  income  support  for  the  aged ;  and  to  provide  a  retirement  benefit 
that   will   prevent   a  serious  decline  in  income  due  to  earnings  loss. 

As  we  attempt  to  demonstrate  in  part  1  of  our  prepared  statement, 
while  the  Social  Security  system  has  made  great  progress  since  its 
inception,  an  adequate  floor  of  income  protection  remains  elusive  for 
large  numbers  of  elderly  Americans. 

Moreover,  the  second  goal  of  preventing  a  serious  decline  of  income 
due  to  retirement  also  has  a  long  way  to  go.  The  lack  of  complete 
success  in  achieving  these  two  goals  may  derive  from  the  attempt  to 
use  a  single  mechanism,  OASDI,  to  accomplish  separate  objectives. 

However,  now  that  the  goal  of  providing  an  adequate  income  floor 
will  be  primarily  the  responsibility  of  the  SSI  program,  it  is  hoped 
that  the  income  adequacy  problem  of  the  elderly  will  be  alleviated. 

Divested  of  the  income  support  function  and,  hopefully,  of  the 
"floor  of  protection"  philosophy,  OASDI  can  now  function  primarily 
as  a  mechanism  to  replace  an  adequate  degree  of  earnings  lost  as  a 
result  of  retirement,  disability,  or  death. 

The  awareness  of  aging  population  trends  should  motivate  the 
planning  necessary  to  accommodate  the  income  security  needs  of  the 
future  aged.  Not  only  must  we  anticipate  that  the  aged  population 
will  continue  to  increase  in  terms  of  sheer  numbers,  but  taking  into 
account  such  factors  as  improved  health  care,  ever-earlier  retirement 
policies  and  practices,  and  estimates  of  diminishing  labor  force  par- 
ticipation, we  must  also  anticipate  that  they  will  be  living  longer  and 
spending  more  years  in  retirement. 

Moreover,  since  the  aged  of  tomorrow  will  be  better  educated,  more 
skilled  and  more  sophisticated  than  the  aged  of  today,  they  appear  far 
less  likely  to  accept  the  lower  standard  of  living  which  presently 
attend  retirement. 

The  projected  dimension  of  the  future  a^ed  population  and  the 
assumed  unwillingness  on  their  part  to  accept  m  retirement  a  standard 
of  living  below  that  experienced  prior  to  retirement  really  define  the 
challenge  which  confronts  us  here  today. 

Social  Security  and  Earnings  Replacement 

Now,  as  to  the  standard  of  adequacy  for  the  replacement  of  earn- 
ings lost  due  to  retirement,  since  Social  Security  will  probably  remain 
the  primary  instrument  of  earnings  replacement  for  the  foreseeable 
future,  the  optimum  degree  of  earnings  to  be  replaced  through  Social 
Security  should  be  determined  now  in  order  that  the  modifications  in 
the  benefit  structure  and  financing  mechanism  may  be  carried  out  in 
time  to  accommodate  future  needs  in  the  most  efficient  manner. 

Basically,  our  associations  believe  that  the  living  standard  of  the 
future  aged  should  be  related  directly  to  a  standard  of  living  experi- 
enced prior  to  retirement. 

Moreover,  the  standard  selected  should  not,  in  any  case,  result  in  a 
post-retirement  living  standard  appreciably  lower  than  that  enjoyed 
immediately  prior  to  retirement. 
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Prof.  James  H.  Schulz  of  Brandeis  suggests  that  the  appropriate 
standard  could  be  based  on  the  average  highest  earnings  in  10  of  the 
15  years  immediately  prior  to  retirement  and  this  is  Professor  Schulz's 
suggestion,  the  10  of  the  15  years  immediately  prior  to  retirement. 

Others  have  suggested  standards  based  on  average  earnings  in  5  of 
the  15  or  20  years  immediately  preceding  retirement,  the  average  of 
the  highest  earnings  in  any  5  years,  or  in  any  10  years. 

Senator  Church.  Excuse  me.  The  present  law  bases  the  retirement 
benefit  upon  the  average  earnings  over  the  entire  period  ? 

Mr.  Mitchell.  Since  1950. 

Mr.  Brickfield.  1951. 

Mr.  Mitchell.  Yes,  since  1951,  and  dropping  out  the  5  years  of  low 
or  no  earnings. 

Senator  Church.  That  would  be  the  average,  did  you  say,  1950? 

Mr.  Mitchell.  Yes,  sir. 

Mr.  Brickfield.  You  average  all  the  years  since  1951,  dropping  out, 
however,  the  5  lowest  years. 

Senator  Foxg.  Wliat  you  are  really  suggesting  here  is  that  there  be 
more  general  fund  money  ? 

Seeking  A  Fair  Aat:rage 

Mr.  Brickfield.  As  you  can  see.  Senator,  there  are  many  problems 
involved.  Professor  Schulz,  in  seeking  a  fair  average,  believes  in  tak- 
ing 10  of  the  last  15  years.  He  feels  that  you  need  a  broader  spread 
for  a  fairer  average  and  that's  why  he  takes  10  as  against  5  of  the  last 
15  years.  He  feels  that  in  many  cases  one  would  have  too  many  sharp 
peaks  and  too  many  sharp  valleys,  and  if  one  spread  it  over  a  longer 
period  of  time,  one  comes  out  to  a  truer  average,  if  that's  a  proper 
phrase. 

Senator  Foxg.  You  are  referring  to  Social  Security  number  of  years  ? 

Mr.  Brickfield.  That's  right,  yes,  sir. 

Senator  Church.  Here  again,  if  you  go  back  over  too  long  a  period 
to  obtain  an  average,  you  run  smack  into  the  inflation  problem  once 
more. 

Mr.  Mitchell.  That's  right. 

Senator  Church.  And  lower  salaries  over  the  years. 

Mr.  Martin.  The  problem  really  is,  when  you  say  "take  an  average" 
and  you  talk  about  replacement,  you  should  really  be  talking  about 
replacement  of  earnings  at  the  time  of  retirement,  but  you  are  really 
using  the  average  to  determine  replacements  and  you  are  talking  about 
replacement  of  a  much  smaller  amount  than  was  the  case  at  the  time 
of  retirement. 

Senator  Church.  Yes,  you  build  in  a  lag,  a  timelag  into  the  system 
that  reduces  the  retirement  benefit  very  markedly ;  but  Senator  Fong 
raises  the  question  of  how  another  test  like  any  of  these  that  you  have 
suggested  would  be  financed,  and  I  think  you  get  into  that  in  your 
statement. 

Mr.  Brickfield.  Yes,  we  get  into  it  later  in  the  statement. 

While  our  organizations  tend  to  agree  with  the  recommendation  of 
Professor  Schulz,  we  also  believe  that  a  standard  based  on  average 
lifetime  earnings  adjusted,  however,  to  account  for  cost-of-living  and 
real  wage  increases,  has  considerable  merit. 
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However,  the  administrative  burden  and  attendant  cost  consequences 
of  such  a  standard  may  be  so  onerous  as  to  render  it  unfeasible. 

Once  an  appropriate  preretirement  living  standard  is  selected,  the 
percentage  of  earnings  to  be  replaced  by  the  public  and  private  mix 
of  retirement  income  mechanisms  in  order  to  maintain  that  standard 
must  be  determined.  Professor  Schulz  has  estimated  the  appropriate 
replacement  rate  to  be  from  60  to  65  percent.  Others  have  suggested 
higher  rates. 

So  that  you  may  understand  me  clearly,  Senator,  Professor  Schulz 
feels  that  you  should  take  the  average  of  the  10  highest  of  the  last  15 
years ;  for  example,  if  your  average  is  $10,000  over  the  10  best  of  the 
last  15  years,  then  your  yearly  retirement  income  from  all  sources 
should  be  between  60  and  65  percent  of  your  preretirement  income,  or 
$6,000  to  $6,500  per  year.  In  other  words  he  thinks  that  you  can  get 
along  adequately  on  two-thirds  of  what  you  were  making  prior  to 
retirement.  This  two-thirds  figure  includes  income  from  all  sources. 

While  our  associations  concede  that  private  pension  plans  will  as- 
sume an  increasingly  significant  role  in  the  earnings  replacement  func- 
tion for  the  future  aged,  we  even  tend  to  believe  that  Social  Security 
will  continue  in  its  present  capacity  as  the  primary  earnings  replace- 
ment mechanism.  An  appropriate  rate  for  Social  Security  must,  there- 
fore, be  determined. 

Professor  Schulz  suggests  an  optimum  earnings  replacement  rate  of 
55  percent,  in  other  words,  if  you  should  have  a  total  amount  of  60  to 
65  percent,  he  maintains  that  55  percent  of  that  65  percent  should  come 
from  Social  Security  benefit  payments. 

While  our  associations  are  unwilling  to  commit  ourselves  to  the  55- 
percent  figure  without  further  study,  we  do  not  find  this  figure  to  be 
unreasonable. 

Members  of  this  committee  will  recall  that  we  appeared  here  3  years 
ago  and  took  a  position  on  what  we  call  an  adequacy  of  income  test  in 
which  one  takes  the  last  years  of  a  person's  earnings  before  retirement, 
say,  the  last  5  years,  and  averages  it  out  and  that  50  percent  of  that 
average  should  be  paid  in  retirement  as  Social  Security  benefits. 

For  example,  if  a  person's  last  5  years  averaged  $10,000,  we  felt  then 
that  the  Social  Security  benefits  should  range  around  $5,000  per  year. 

Senator  Church.  In  determining  the  percentage  to  be  contributed 
by  Social  Security,  you  take  into  account  the  fact  that  Social  Security 
income  is  tax  free  ? 

Mr.  Brickfield.  Yes,  sir. 

Senator  Church.  Very  well. 

Mr.  Brickfield.  On  the  financing  of  Social  Security,  in  recognition 
of  the  increasing  burden  which  the  Social  Security  payroll  tax  is  im- 
posing on  the  active  working  population,  our  associations  have 
adopted  the  following  position : 

We  urge  the  enactment  of  legislation  to  lessen  the  existing  regres- 
sivity  of  the  taxes  imposed  by  the  Self -Employment  Contributions  Act 
and  the  Federal  Insurance  Contributions  Act. 

In  view  of  the  regressive  impact  of  the  payroll  taxes  on  lower  in- 
come groups,  our  associations  would  support  initially,  limited  reform 
within  the  existing  tax  structure,  provided,  however,  that  the  con- 
tributory principle  is  not  broken. 
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If  the  Social  Security  is  to  be  used  as  the  primary  earnings  replace- 
ment mechanism  to  permit  the  future  aged  to  maintain  in  retirement  a 
preretirement  standard  of  living,  more  fundamental  reform  of  the 
tax  structure  would  seem  to  be  required. 

Without  increasing  the  tax  rates  and  taxable  wage  base  to  pro- 
hibitive levels,  we  doubt  that  the  present  structure  could,  by  itself, 
generate  enough  revenue  to  finance  an  adequate  earnings  replacement 
ratio. 

Within  the  limits  of  our  present  policy  position,  we  could  support  a 
change  in  the  payroll  tax  structure  to  provide  a  system  of  exemptions 
or  allowances  designed  to  reduce  substantially  the  payroll  tax  burden 
on  lower  income  groups.  Such  relief  should  be  subject,  however,  to 
some  minimum  percentage  contribution  designed  to  preserve  the  con- 
tributory principle. 

We  believe  that  the  cost  of  such  internal  reform  would  be  modest 
and  could  be  offset  by  increases  in  the  tax  rates  and/or  the  taxable 
earnings  base. 

We  would,  however,  hope  that  any  exemption  formula  would  tend 
to  concentrate  the  benefits  of  exemptions  among  lower-income  units 
and  phase  out  such  benefits  as  the  family  income  increases. 

Some  General  RE^^:xuE  Financing  Needed 

To  accomplish  more  fundamental  reform,  the  use  of  general  reve- 
nues, even  if  only  as  a  supplement,  appears  necessary.  A  number  of 
limited  proposals  have  been  suggested,  including  the  use  of  general 
revenues  to  pay  benefits  to  "late  arrivals,"  as  for  example,  those  who 
were  self-employed,  and  the  use  of  general  revenues  to  finance  the 
hospital  insurance  program.  John  Brittain.  of  the  Brookings  Institu- 
tion, has  suggested  that  a  system  of  payroll  tax  exemptions  could  be 
financed  from  general  revenues  at  minimal  cost. 

Wayne  Vroman,  an  economist  with  OEO,  has  suggested  the  use  of 
general  revenues  to  finance  the  already  anticipated  revenue  needs  of 
Social  Security  as  an  alternative  to  the  payroll  tax  rate  increases  sched- 
uled for  1978. 

Other  more  radical  proposals  for  increased  reliance  on  general  reve- 
nues have  also  been  made.  For  example,  it  has  been  proposed  that  pay- 
roll tax  contributions  should  constitute  a  credit  against  Federal  in- 
come tax  liability  with  any  contributory  amount  in  excess  of  such  lia- 
bility treated  as  an  overpayment  of  income  tax.  Any  such  overpay- 
ment would  be  refunded  to  the  taxpaj'er. 

In  the  view  of  our  associations,  the  complete  financing  of  Social 
Security  through  general  revenues  is  simply  not  feasible  at  the  pres- 
ent time.  Moreover,  since  the  distribution  of  the  tax  burden  under  the 
income  tax  is  far  from  equitable,  it  is  an  unsuitable  vehicle  on  which 
to  cast  the  full  burden  of  Social  Security.  More  limited  reliance,  how- 
ever, should  be  considered  to  meet  additional  Social  Security  revenue 
needs  in  the  immediate  future. 

On  the  retirement  test,  our  associations  favor  the  further  liberaliza- 
tion of  the  retirement  test  to  $3,600.  The  cost  estimates  for  this  pro- 
posal range  from  $1.2  to  $1.4  billion  annually.  Since  the  chairman's 
bill,  S.  632,  is  within  the  scope  of  our  position,  we  support  it. 
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In  our  view,  the  liberalization  of  the  retirement  test  is  an  emotional, 
as  well  as  philosophical  and  economic  issue.  This  was  clearly  demon- 
strated at  the  1971  White  House  Conference  on  Aging  and  continues ' 
to  be  reflected  in  our  membership  correspondence.  We  must  be  mindful 
that  though  it  has  been  argued  that  only  a  minority  of  the  aged  would 
actually  be  affected  by  further  liberalization,  this  "minority'"  is  in  fact 
a  great  number  of  people;  namely,  1.5  million  elderly.  I  might  say, 
Mr.  Chairman,  that  we  receive  more  complaints  on  the  earnings  test 
than  any  other  single  matter  in  our  office.  People  simply  want  to  be 
able  to  work  and  earn  more  money  without  suffering  benefit  losses 
under  the  Social  Security  payments. 

Senator  Church.  I  think  that's  true  of  my  mail,  too. 

Mr.  Brickfield..  We  must  be  mindful  that  the  American  retiree 
continues  to  feel  abused  by  the  retirement  test  and  he  argues  that  he 
should  not  be  deprived  of  his  benefits  because  he  engages  in  paid  em- 
ployment, particularly  in  the  light  of  the  fact  that  his  nonworking 
neighbor,  with  income  from  stock:s  and  bonds,  receives  a  full  pension. 

To  the  older  American,  this  is  discrimination  in  favor  of  the  well- 
to-do  and  reward  for  idle  living.  Since  the  test  penalizes  productive 
work,  he  considers  it  a  violation  of  the  work  ethic.  No  amount  of  logi- 
cal argument  as  to  cost  or  the  need  to  make  way  for  younger  workers 
is  likely  to  dissipate  this  feeling. 

Senator  Church.  I  think  you  put  your  finger  on  the  major  reason 
for  the  complaint.  Working  people  who  do  not  have  significant  in- 
come in  retirement  from  dividends  or  from  savings,  interest  on  sav- 
ings, or  from  rates,  but  have  to  work  to  supplement  their  retirement 
income  feel  themselves  to  be  very  strongly  discriminated  against  as  op- 
posed to  those  who  are  much  more  advantaged  and  have  no  need  for 
work  and  the  advantaged  can  get  their  full  retirement  benefit  funds 
under  Social  Security  while  the  working  man  has  to  either  refrain 
from  working  or  take  a  reduction  in  his  Social  Security  benefits,  and 
you  are  quite  right,  no  matter  how  you  argue  the  case — and  it  can  be 
strongly  argued  and  needs  to  be  taken  into  consideration — but  the 
elimination  of  the  retirement  test  would  be  very  costly  to  the  Social 
Security  system  and  the  major  benefit  would  go  to  those  less  in  need. 

Elimixatiox  of  Retiremext  Test? 

You  still  get  around  to  this  feeling  of  discrimination  that  exists  in 
the  present  system.  What  is  the  position  of  your  organization  in  con- 
nection with  the  elimination  of  the  retirement  test  altogether? 

Mr.  Brickfield.  Well,  2  years  ago,  we  were  in  favor  of  eliminating 
the  retirement  test  altogether.  We  knew  we  had  an  uphill  battle. 
Happily,  there  have  been  great  changes  made  in  the  Social  Security 
benefits  recently. 

As  you  remember,  only  a  few  short  years  ago  one  could  only  earn 
up  to  $1,680  before  he  started  to  lose  Social  Security  benefits.  Recently 
this  has  been  increased  to  $2,100,  and  I  think  most  recently 

Senator  Church.  $2,400. 

Mr.  Brickfield  [continuing] .  $2,400  that  one  can  earn  before  losing 
benefits.  In  addition,  there  are  a  number  of  bills  in  Congress  today 
that  would  increase  that  limitation  to  $3,000.  Our  present  position  is 
that  we  would  like  to  see  that  limitation  raised  to  $3,600. 
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Once  the  $3,600  level  is  reached  then  the  question  is:  How  many 
people  are  in  fact  affected  by  the  earnings  test?  While  we  are  far 
from  through  with  our  study  of  the  matter,  we  have  sonie  figures 
indicating  that  only  6  percent  of  the  people  on  Social  Security  would 
be  affected  by  an  earnings  limitation  set  at  this  level. 

Senator  Church.  Who  would  really  be  affected  by  it  ? 

Mr.  Brickfield.  Yes.  Then  one  next  gets  to  the  question  of  counter- 
balancing expenses  on  the  one  hand  and  income  on  the  other.  What  are 
the  administrative  costs  involved  in  managing  this  program?  I  am 
sure  they  run  into  the  hundreds  of  millions  of  dollars.  This  expense 
can  be  largely  saved  if  the  earnings  limitation  is  eliminated. 

On  the  other  hand,  you  have  to  consider  how  much  increased  bene- 
fits the  Government  will  be  paying  out  to  those  earning  over  $3,600 
and  who  no  longer  will  be  losing  those  benefits.  All  of  these  factors  are 
mixed  together  for  consideration.  Then,  there  is  still  another  factor: 
These  people  who  will  then  be  working  and  who  w^ould  be  earning 
unlimited  amounts  will  also  be  paying  income  taxes  to  the  Federal 
Government,  which,  in  a  very  real  sense,  reduces  the  Government's 
burdens. 

As  I  say,  in  our  study  we  are  trying  to  consider  all  of  these  factors, 
and  I  am  hopeful  that  the  study  will  show,  through  counterbalancing 
factors,  that  elimination  of  the  earnings  limitation  is  economically 
feasible.  Then  we  can  go  back  to  the  basic  proposition  that  you  have 
enunciated,  Senator,  that  it's  basically  wrong  to  tell  a  person  that  he 
can't  work  simply  because  of  an  earnings  limitation. 

Our  associations  feel  that  a  person  should  work,  if  he  wants  to,  needs 
to,  once  he  is  able  to  work.  Those  should  be  the  limitations :  His  abil- 
ity, his  needs  and  his  desires,  not  some  arbitrary  money  figure  that  is 
set  as  an  earnings  limitation  which,  when  you  reach  it,  deters  your 
work  effort.  The  earnings  test  is  inherently  discriminatory  because  the 
person  who  needs  money  the  most  is  the  first  to  suffer  by  the  cutback 
and  the  one  who  needs  it  the  least  and  who  doesn't  have  to  work  gets 
the  full  benefit. 

When  Has  A  Persox  Retired? 

Senator  Church.  This  is  the  hard  part,  and  on  the  other  hand,  if 
Social  Security  is  to  continue  to  function  as  a  retirement  system,  then 
there  is  the  other  question  that  you  have  to  face,  namely,  when  has  a 
person  retired  ?  And  the  elimination  of  the  test  completely,  I  should 
think,  would  mean  that  Social  Security  has  become  an  annuity  pro- 
gram rather  than  a  retirement  program. 

Mr.  Brickfield.  Senator,  we  believe  in  phased  retirement.  I  don't 
want  to  get  into  another  area  but  pertinent  to  your  observation  is  the 
the  so-called  mandatory  retirement  problem.  Today  in  many  employ- 
ment contracts  at  some  arbitrary  age,  65  or  62  or  70,  whatever  the  age 
may  be,  a  person  must  retire  because  it's  mandated  in  his  employment 
contract. 

We  think  this  is  basically  wrong.  In  fact,  it  could  well  be  unconsti- 
tutional because  mandatory  retirement  provisions  discriminate  against 
a  class  of  people  solely  on  the  basis  of  age.  Our  organizations  feel  that 
a  person  has  a  constitutional  right  to  continue  to  work  and  also  a  right 
to  retire,  too. 


294 

I  would  point  out,  also,  that  mandatory  retirement  provisions  affect 
principally  employees :  There  are  many  people  such  as  lawyers,  doc- 
tors, and  dentists,  or  whatever,  who  on  reaching  age  65  continue  to 
work  and  are  in  no  way  hobbled  by  these  restricting  provisions. 

Senator  Church.  Eight.  Since  there  is  no  mandatory  requirement 
of  Social  Security  program,  the  question  you  really  face  is,  should 
there  be  any  measure  of  retirement  required,  voluntary  retirement 
required  in  order  to  trigger  the  benefits  of  what  was  originally  in- 
tended as  a  retirement  income  program  ? 

I  suppose  that's  kind  of  indicating  the  horns  of  a  dilemma  on  the 
one  hand  where  the  retirement  test  does  discriminate  in  favor  of  the 
people  that  have  sources  of  unearned  income  to  look  to  in  retirement. 
On  the  other  hand,  do  we  w^ant  to  convert  Social  Security  into  a  kind 
of  annuity  program  with  the  benefits  triggered  by  age  alone  even 
though  the  lawyer  or  the  doctor,  as  the  case  might  be,  continues  to 
actively  practice  beyond  that  age.  I  would  like  to  ask  Mr.  Martin  if 
he  has  a  view  on  this  and  also  Mr.  Mitchell  ? 

Mr.  Martin.  Yes,  Senator ;  I  think  that  we  are  coming  as  a  people 
to  a  conclusion  that  older  people  ought  not  to  be  cut  off  at  65 ;  that  they 
ought  to  be  encouraged,  actually  encouraged,  and  given  incentives  to 
stay  in  the  labor  force  as  long  as  they  are  able  and  certainly  at  least 
until  they  are  70.  The  Federal  Government  does  this.  The  Federal 
Government  has  no  mandatory  retirement  age  until  age  70.  That 
means  the  people  can  stay  in  the  program,  can  continue  to  be  pro- 
ductive for  another  full  5  years. 

That  means  they  can  draw  a  much  larger  benefit  when  they  retire. 
It  means  that  they  have  those  earnings  over  the  years  to  improve  their 
situation  and  it  means  that  generally  speaking  the  whole  country 
would  be  better  off  because  we  would  have  their  services. 

That  doesn't  mean  that  we  should  try  to  force  anybody  to  work  but 
if  you  for  example  paid  an  actuarial  increased  benefit  to  people  who 
stayed  in  the  system  until  age  70.  their  benefit  would  be  much  more 
comparable  to  what  they  need  to  maintain  tlieir  preretirement  stand- 
ard of  living,  and  there  would  be  the  other  benefits  that  I  mentioned. 

Mandatory  Eetirement 

I  think  that  the  mandatory  retirement  age  of  65  or  the  retirement 
age  of  65  which  was  fixed  in  the  Social  Security  Act  was  really  fixed  at 
a  time  when  we  were  trying  to  drive  people  out  of  the  labor  market, 
we  were  trying  to  get  rid  of  them.  Now.  Ave  ought  to  be  trying  to  keep 
them  in  the  labor  market. 

Senator  Church.  The  original  act  was  or  became  law  in  1934? 

Mr.  Martin.  1935. 

Senator  Church.  We  were  still  in  the  midst  of  a  very  serious 
depression. 

Mr.  Martin.  People  were  trying  to  get  jobs  for  younger  people.  Now 
we  have  a  new  approach  to  it.  You  have  just  passed  the  Older  Amer- 
icans Community  Service  Employment  Act  which  emphasizes  the  fact 
that  older  people  ought  to  be  given  an  employment  opportunity.  Some 
of  them,  even  at  103  years  of  age,  are  functioning  under  the  Operation 
Mainstream.  I  think  we  are  moving  to  a  new  approach  as  to  how  this 
whole  question  of  mandatory  retirement  should  be  approached. 
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Senator  Church.  Mr.  Mitchell,  do  you  have  a  view  on  this  ? 

Mr.  Mitchell.  Senator,  you  have  to  a  large  extent  expressed  my 
feeling  with  respect  to  the  earnings  test  by  pointing  out  all  the  alterna- 
tives to  the  elimination  of  the  retirement  test.  To  almost  eliminate  the 
test  is  to  eliminate  one  of  the  basic  objectives  that  was  involved  in  the 
original  act — that  is  the  partial  replacement  of  lost  earnings  as  a 
result  of  retirement. 

I  recognize  there  are  both  social  and  economic  considerations  in- 
volved here.  I  think  the  incentive  objective  is  a  very  important  and  a 
very  strong  one  and  that  people  should  be  permitted  to  work  and 
should  receive  an  incentive  to  continue  to  work  if  they  can. 

But  this  is  a  social  insurance  program  in  the  final  analysis ;  you  have 
a  limited  amount  of  money  to  provide  for  benefits  and  the  social  end 
of  it  is  designed  to  place  those  benefits  where  they  are  most  socially 
needed. 

Now  I  think  it  would  be  contrary  to  the  social  implications  of  the 
program  when  you  don't  have  a  benefit  structure  as  high  as  you  would 
like  or  you  have  other  needs  for  different  types  of  people  who  should 
receive  benefits  from  this,  to  place  x  number  of  your  total  limited 
funds  in  an  area  that  is  not  a  tremendously  demanding  social  need, 
in  other  words,  the  limited  money  should  go  for  the  social  need. 

Another  consideration  here  is  that  in  an  insurance  program  the 
actuarials  have  included  no  increase  as  time  has  gone  along,  and  more 
money  is  going  to  people  who  are  working.  The  people  who  are  de- 
manding this  increasing  liberalization  have  not  contributed  at  all 
as  an  insurance  premium  to  the  additional  benefit  they  are  receiving 
from  the  program. 

My  feeling  is  the  classical  position  of  the  Social  Security  Admin- 
istration— that  liberalization  for  this  purpose  is  undesirable. 

There  is  also  the  question,  of  course,  of  how  much  are  you  willing 
to  pay  socially  for  continuing  an  incentive,  a  special  incentive  for  peo- 
ple to  work  ?  This  isn't  the  only  incentive  that  people  have  to  improve 
their  economic  situation.  It  is  only  one.  Certainly  at  the  present  time 
not  every  one  of  the  lyo  million,  I  believe,  who  are  receiving  such 
benefits,  are  people  who  are  earning  as  much  as  the  $2,400  limit  of  the 
present  test. 

So  there  is  no  special  incentive  so  far  as  they  are  concerned;  they 
are  working  for  what  they  can  get. 

Senator  Church.  Now  under  the  present  law  we  have  in  effect  elim- 
inated the  retirement  test  for  all  persons  72  years  of  age. 

Mr,  Mitchell.  Yes,  sir. 

Senator  Church.  And  in  your  own  opinion  you  think  we  should 
go  no  farther  in  liberalizing  the  test? 

Mr.  Mitchell.  Yes,  I  think  so. 

Senator  Church.  Between  age  65  and  72  you  think  we  have  already 
gone  far  enough  ? 

Mr.  Mitchell.  Yes. 

Mr.  Brickfield.  I  have  emphasized  that  our  associations  strongly 
support  extended  liberalization  of  the  earnings  test.  But  there  is  an- 
other approach  that  should  be  considered.  Senator,  and  it's  relevant 
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to  the  whole  question  of  whether  or  not  you  wish  to  eliminate  the 
retirement  test.  On  the  one  hand,  there  is  the  earnings  limitation  ris- 
ing from  $1,680,  to  $2,100,  to  $2,400;  on  the  other  hand,  at  72  years  of 
age  or  older,  you  can  earn  unlimited  income. 

So  the  approach  can  be  from  two  directions  while  the  earnings 
limitation  goes  up  from  $1,680  to  $2,400,  you  can  come  down  on  the 
age  side  from  72  to  age  70,  or  age  71,  on  unlimited  earnings. 

Senator  Church.  It's  to  be  approached  from  either  direction.  Well, 
I  have  a  few  experts  on  Social  Security  here.  I  wonder  if  you  could 
educate  me  on  another  point.  Does  the  Federal  law  protect  Social 
Security  beneficiaries  from  the  taxation  of  their  benefits  from  all  levels 
of  government  ?  In  other  words,  is  it  possible  under  the  present  state 
of  the  law  for  a  State  or  a  municipality  to  impose  a  tax  on  the  Social 
Security  benefit  ? 

Mr.  Mitchell.  I  haven't  had  that  question  before.  I  do  not  think  it 
is  possible. 

Mr.  Hacking.  As  far  as  I  know.  Senator,  this  has  never  been  done. 

Mr.  Brickfield.  Is  this  your  question;  can  a  State  tax  Social 
Security  ? 

Senator  Church.  That  is  right,  that  is  my  question;  or  a 
municipality. 

Mr.  Hacking.  As  far  as  I  know,  it's  never  been  done.  We  have  never 
really  investigated  the  question,  although  it  has  come  up  in  discussion 
from  time  to  time.  I  don't  think  that  a  State  would  ever  attempt  to 
tax  Social  Security  because  of  the  retaliation  that  might  ensue  from 
the  Federal  level. 

There  are  just  too  many  Federal  statutory  concessions  available  to 
the  States  or  to  the  States  and  municipalities.  For  example,  there  are 
the  special  income  tax  preferences  with  respect  to  bonds.  I  don't  think 
State  and  local  governments  would  risk  losing  these  concessions  and 
preferences  by  tampering  with  Social  Security  benefits  and  thereby 
frustrating  congressional  intent. 

The  Federal  Government's  reaction  to  that  would  probably  be  quite 
vigorous.  I  think  the  Congress  would  respond  to  complaints  from 
constituents.  However,  I  don't  know  of  any  court  test  on  this,  but  as 
1  say,  we  have  not  investigated  this  matter  either. 

Senator  Church.  It  just  hasn't  happened  ? 

Mr.  Brickfield.  No,  as  far  as  we  know. 

Senator  Church.  All  right,  we  might  as  well  not  wrestle  with  a 
phantom  problem,  since  we  have  so  many. 

Mr.  Brickfield.  Of  course  it's  done  by  indirection.  Senator,  I  mean, 
in  many  instances  where  one  gets  an  increase  in  Social  Security,  the 
political  state  or  subdivision  may  cut  down  benefits.  Now  that's  not 
taxation  but  it's  a  loss,  a  very  real  loss  indirectly. 

Senator  Church.  I  appreciate  that. 

Benefits  Siphoned  Off 

Mr.  Hacking.  I  might  add.  Senator,  that  while  there  may  be  a  20- 
percent  increase  in  the  Social  Security  benefits  given  with  the  one 
hand,  the  municipalities  often  reassess  property  values  or  raise  prop- 
erty tax  rates,  thus  siphoning  off  some  of  the  additional  Social  Security 
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income  with  the  other  hand.  This  is  an  indirect  way  of  taxing  Social 
Security  benefits.  I  would  not  be  surprised  to  find  that  no  State  has 
attempted  to  tax  directly  Social  Security  benefits.  Why  should  one? 
The  State  or  local  government  can  accomplish  the  same  thing  by 
indirection. 

Senator  Church.  Thank  you. 

Mr.  Bricktield.  I  now  come  to  the  establishment  of  a  bipartisan 
Social  Security  Board.  Our  associations  believe  that  steps  should  be 
taken  to  assure  the  type  of  continuity  with  respect  to  supervison, 
direction,  and  development  in  Social  Security  that  the  country  en- 
joyed in  the  past. 

Bipartisan  Social  Security  Board 

We  think  one  important  step  in  this  direction  would  be  a  return 
to  the  former  three-member  bipartisan  board  form  of  administration 
which,  in  our  judgment,  contributed  so  importantly  to  the  early  suc- 
cess of  the  system  and  to  the  public's  confidence  in  its  administration. 

Now  that  the  Social  Security  Administration  has  the  responsibility 
for  supplemental  security  income  as  well  as  the  old  age,  survivors, 
disability  and  health  insurance  programs,  we  believe  that  a  three- 
member  bipartisan  board  would  best  assure  integrity,  competence, 
and  impartiality  and  provide  protection  against  purely  partisan  polit- 
ical intervention. 

We  recommend  that  two  of  the  three  members  be  from  the  majority 
party  and  that  all  three  be  named  by  the  President  with  the  advice 
and  consent  of  the  Senate.  The  President  could  select  the  chairman 
and  all  members  would  serve  for  fixed  terms.  The  board  would  be 
concerned  primarily  with  policy  formulation  but  would  operate 
through  an  executive  director  who  would  have  to  qualify  under  Civil 
Service  rules  and  serve  at  the  pleasure  of  the  board. 

And  I  would  like  to  pause  at  this  time  for  such  observations  as  Mr. 
Mitchell  would  care  to  make,  Senator,  as  he  is  a  former  Commissioner 
of  Social  Security. 

Senator  Church.  We  would  like  to  hear  your  observations. 

Mr.  Mitchell.  I  would  presume  that  the  committee  has  some  con- 
cern about  certain  questions  involved  in  this.  One  is  the  matter  of 
moving  from  a  single  administrator  to  a  board  and  its  effect  on  the 
efficiency  of  the  administrative  operations. 

In  that  respect  I  think  something  has  to  be  sacrificed  in  straight 
efficiency  of  operation  in  order  to  take  advantage  of  the  other  favor- 
able results  of  such  a  change. 

Senator  Church.  Couldn't  the  board,  if  the  board  is  empowered 
to  employ  the  director,  maintain  a  relationship  similar  to  that  which 
exists  between  a  board  of  directors,  a  corporate  board  of  directors, 
and  the  president  of  a  company  ?  In  other  words,  the  administration 
of  the  program  ? 

Mr.  Mitchell.  Eight. 

Senator  Church.  And  the  day-to-day  basis  would  be  the  responsi- 
bility of  the  director  ? 

Mr.  Mitchell.  Right. 
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Senator  Church.  But  matters  of  policy  that  affect  the  whole  sys- 
tem would  have  to  be  brought  to  the  board  for  its  approval  and  the 
board  would  exercise  a  continuing  oversight  role  on  the  program  ? 

Mr.  Mitchell.  Exactly,  and  that's  what  I  would  like  to  see  devel- 
oped as  a  means  of  protecting  the  system  and  protecting  the  people 
by  assuring  a  continuity  of  service  in  the  system.  I  think  it's  a  tre- 
mendously important  thing. 

I  feel  that  the  elimination  of  Robert  Ball,  the  former  Commissioner 
of  Social  Security,  has  been  a  highly  disruptive  factor.  The  loss  of  the 
kind  of  expert  services  that  such  a  person  can  give  to  the  organization 
is  almost  irreplaceable. 

Senator  Church.  I  agree  with  that  and  I  think  that  the  dismissal 
of  Mr.  Ball  is  very  unfortunate,  as  was  said  at  that  time.  But  how 
would  we  preserve  the  independence  and  continuity  of  the  board  it- 
self ?  On  the  one  hand  it  is  proper  that  the  President  should  fill  vacan- 
cies subject  to  the  confirmation  by  the  Senate,  and  1  think  that  if  the 
board  were  a  three-man  board,  it  would  be  appropriate  to  stipulate 
that  no  more  than  two  members  should  be  members  of  one  party  to 
preserve  bipartisan  makeup  on  the  board.  But  wouldn't  it  also  be  wise 
to  set  up  a  term  of  years  for  each  board  member  and  make  it  rota- 
tional, that  once  appointed,  a  man  would  know  that  he  could  serve 
and  exercise  his  judgment  and  be  protected  by  at  least  the  term? 

Mr.  Mitchell.  Right. 

Senator  Church.  The  term  for  which  he  had  been  appointed  and 
confirmed  in  the  absence  of  misconduct,  of  course,  but  that  would  mean 
the  appointments  would  be  filled  on  a  rotational  basis  as  vacancies 
occurred  and  the  board  would  at  no  one  time  be  dominated  com- 
pletely. 

]Mr.  INIiTCHELL.  Yes,  sir,  I  think  that  would  be  a  desirable  refine- 
ment of  the  former  arrangement,  yes,  sir. 

Senator  Church.  It's  common  that  quasi-judicial  boards  are  made 
up  this  wa)'. 

Mr.  Mitchell.  There  is  another  consideration  that  raises  some 
questions  in  certain  peoples'  minds,  and  that  is  the  matter  of  having 
a  board  reporting  within  an  executive  department.  To  what  extent 
does  it  influence  the  overall  responsibility  and  authority  of  the  Cabi- 
net officer  in  charge?  That  problem  of  course  had  to  be  met  in  the  4 
years  of  board  operation  when  it  was  in  the  Federal  Security  Agency, 
but  the  situation  there  I  think  was  somewhat  different  historically 
in  that  Almeyer  who  was  the  chairman  of  the  board  at  that  time,  was 
sort  of  a  father  of  Social  Security  and  had  a  status  all  of  his  own. 

Moreover,  President  Roosevelt,  according  to  INIr.  Almeyer,  said  that 
he  didn't  want  any  change  in  his  relationship  with  Almeyer.  He 
wanted  Mr.  Almeyer  to  report  directly  to  him  on  all  policy  matters, 
as  had  been  done  in  the  past. 

Separate  Organizational  Status 

Now  I  think  the  difficulty  might  also  be  overcome  by  writing  into 
the  law  more  specifically,  more  definitely,  the  authority  of  the  board 
and  the  matter  of  its  relationship  within  the  Department,  but  of  course 
my  feeling  would  be  that  that  problem  should  be  eliminated  by  giving 
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the  board  separate  organizational  status  and  have  the  board  report 
directly  to  the  President. 

After  all.  Social  Security  is  now  such  a  tremendous  thing  involving 
the  lives  of  every  person  in  the  United  States  and  involving  tremen- 
dous sums  of  money  requiring  integrity  and  all  the  rest  of  it,  that  it 
certainly  has  achieved  a  status  that  would  be  deserving  of  separate 
status. 

Moreover,  the  relationship  of  the  board  in  the  present  arrangement 
is  so  frequently,  so  tenuous  in  relation  to  the  other  organizations  that 
are  in  the  Department  that  the  original  theoretical  idea  of  bringing 
all  those  programs  having  a  common  cause  together  so  that  they  could 
be  better  coordinated  doesn't  fully  stand  up  in  practice. 

I  would  say  for  example  that  the  Social  Security  Administration 
probably  has  more  intimate  and  more  frequent  relationship  with  the 
Treasury  Department  than  it  does  with  HEW  on  a  substantive  basis. 
I  feel,  therefore,  that  the  desirable  thing  is  to  give  the  board  separate 
status. 

Senator  Church.  Would  you  break  it  out  entirely  from  HEW  and 
give  it  an  independent  status  of  its  own  ? 

Mr.  Mitchell.  It  would  be  my  feeling  that  that's  desirable. 
Senator  Chubch.  And  then  subjected  to  the  overall  control  of  the 
board  as  we  have  discussed,  with  the  board  choosing  the  executive 
director  ? 

Mr.  INIiTCHELL.  Yes,  sir. 

Senator  Church.  And  the  board  would  respond  and  report  to  the 
President  himself? 

Mr.  Mitchell.  Exactly. 

Senator  Church.  It's  a  very  interesting  notion.  Now,  let  me  ask  you 
this :  I  would  like  to  do  whatever  we  can  to  take  the  politics  out  of 
Social  Security  and  in  the  main.  I  think  Social  Security  has  been  ad- 
ministered through  the  vears  without  much  taint  of  politics,  but  Presi- 
dents have  from  time  to  time  used  Social  Security  increases  for  then- 
political  advantage  by  sending  a  personal  message  with  every  check 
in  the  envelope. 
:Mr.  Mitchell.  The  Congress  itself  may  also  have  done  the  same 

thing. 

Senator  Church.  Congress  could  be  guilty  of  doing  the  same  thing. 

Mr.  ISIiTCHELL.  Yes,  sir. 

Senator  Church.  But  whether  it's  done  by  Congress  or  whether  it  s 
done  by  a  President,  an  incumbent  President,  I  think  it's  an  undesirable 
political  intervention  in  the  system  and  if  we  had  such  a  board,  any 
notices  of  that  kind  could,  as  a  matter  of  law,  be  issued  by  the  board 
itself  rather  than  anyone  seeking  reelection  to  high  office. 

TMr  INTiTCHELL  Y^es  sir. 

Senator  Church.  And  I  think  that  that  would  finally  immunize  the 
Social  Security  program  from  attempts  to  derive  political  benefit  from 
it  on  the  part  of  elected  officials. 

Well,  that's  a  very  interesting  proposal.  I  am  going  to  ask  the  stall 
to  look  into  the  possibilities  of  drafting  legislation  along  these  lines. 

Mr.  Brickfield.  Last  year  we  all  rejoiced  when  H.E.  1  became  the 
law  of  the  land. 

Senator  Church.  Yes. 
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Far-Reaching  Provisions 

Mr.  Brickfield.  And  it  has  far-reaching  provisions  relating  to  Social 
Security  and  Medicare.  We  are  really,  Senator,  at  a  very  crucial  time 
in  the  initial  implementation  and  executions  of  those  provisions  and 
we  need  a  commissioner  of  Social  Security  now  more  than  ever.  This  is 
a  crucial  period  and  I  don't  know  how  long  it's  been  since  the  Admin- 
istration, the  Social  Security  Administration,  has  been  without  a 
permanent  leader. 

Mr.  Mitchell.  About  6  months. 

Mr.  Brickfield.  About  6  months. 

We  think,  too,  that  an  independent  board  somehow  would,  through 
public  relations,  brin^  about  more  exposure  to  the  public  on  what's 
happening  in  the  Social  Security  Administration  and  we  think  all  in 
all,  it  would  be  a  good  thing. 

Mr.  Hacking.  Senator,  with  respect  to  this  bipartisan  board,  it's 
treated  in  greater  detail  in  the  prepared  statement  of  ours.  You  might 
want  to  refer  to  that. 

Senator  Church.  Yes,  we  will  do  that. 

Mr.  Brickfield.  And  going  on,  the  retirement  income  credit:  Re- 
tirement income  credit  of  section  37  of  the  Internal  Revenue  Code  was 
designed  to  help  relieve  part  of  the  tax  burden  of  those  retired  people 
who  are  living  on  taxable  retirement  income  such  as  pensions,  annui- 
ties, rents,  interests,  et  cetera,  and  equalize  their  tax  treatment  with 
that  of  retirees  receiving  Social  Security  and  railroad  retirement  bene- 
fits which  are  basically  tax  exempt. 

Since  1964,  when  the  credit  was  last  amended,  there  have  been  sub- 
stantial liberalizations  of  Social  Security  benefits  with  the  result  that 
the  present  maximum  amount  of  income  eligible  for  the  credit  is  con- 
siderably below  the  maximum  Social  Security  primary  insurance 
amount. 

In  addition,  the  complexity  of  the  credit  prevents  it  from  providing 
the  full  measure  of  relief  intended.  To  claim  the  RIC,  the  taxpayer 
must  fill  out  a  separate  page  on  the  income  tax  form  with  19  possible 
calculations. 

This  is  in  addition  to  his  regular  tax  schedule  computations.  As  a 
result  of  these  complexities,  it  has  been  estimated  that  as  many  as  40 
percent  of  all  those  eligible  for  the  RIC  either  fail  to  claim  it  or  else 
make  errors  in  calculating  their  credit. 

In  order  to  restore  tax  equity  in  the  treatment  of  retirees,  the  amount 
of  retirement  income  eligible  for  credit  computation,  which  is  now  at 
$1,524,  should  be  increased  to  the  present  maximum  primary  benefit 
under  Social  Security,  $2,500,  but  at  least  to  $2,500. 

We  further  believe  that  the  credit's  limitation  on  earned  income 
should  be  liberalized  to  correspond  with  the  Social  Security  retire- 
ment test.  In  this  respect,  we  would  support  the  chairman's  bill, 
S.  1811.  Moreover,  computation  of  the  credit  should  be  simplified. 

Age  Credit  Proposal 

We  note  that  Treasury  Secretary  Shultz  proposed,  in  testimony 
before  the  House  Committee  on  Ways  and  Means,  a  simplified  substi- 
tute called  the  age  credit.  We  have  examined  the  age  credit  proposal 
and  have  attempted  to  estimate  its  impact. 
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Unfortunately,  the  age  credit  would  not  be  available  to  those  who 
are  retired  and  under  age  65  and  presently  eligible  for  the  RIC.  In 
other  words,  130,037  returns  presently  eligible  would  be  cut  off.  This 
represents  over  $23,818,000  in  lost  tax  benefits,  or  nearly  10  percent  of 
all  returns  requesting  the  RIC  at  the  present  time. 

To  some  of  these  people,  the  RIC  benefit  comprises  as  much  as  4  per- 
cent and  5  percent  of  their  adjusted  gross  income.  For  people  making 
less  than  $7,000  per  year,  this  age  credit  would  be  a  hardship. 

Senator  Church.  Did  this  age  credit  proposal  come  from  the  ad- 
ministration? You  say,  "We  note  that  Treasury  Secretary  Shultz  pro- 
posed ;"  I  take  it  this  is  an  administration  proposal  ? 

Mr.  Brickfield.  It  is,  yes,  sir.  I  was  referring  to  his  testimony,  as 
spokesman  for  the  administration,  but  it  is  an  administration  proposal, 

yes,  sir. 

Senator  Church.  And  you  say  in  there,  if  it  were  adopted,  it  would 
benefit  elderly  people  with  incomes  of  $7,000  or  more  but  actually  be  a 
hardship  to  those  with  smaller  incomes ;  is  that  right  ? 

Mr.  Brickfield.  Essentially,  that's  true.  The  big  soft  spot  I  think  in 
the  proposal  is  that  a  person  is  under  age  65  and  retired,  he  doesn't 
get  the  benefit  of  this  new  age  credit  legislation.  Today,  if  you  are 
under  65  and  retired,  you  do  get  the  benefit  of  the  retirement  income 
credit.  The  further  point  is  when  the  elderly  lose  out  under  the  age 
credit  proposal  as  against  the  retirement  income  credit,  they  lose 
nearly  $23  million  a  year  that  they  are  now  getting  credit  for  under 
retirement  income  credit. 

This  is  the  big  problem.  To  the  lower  income  people  this  could  be 
most  meaningful  because  they  could  suffer  adjusted  gross  income  losses 
of  up  to  4  or  5  percent. 

Senator  Church.  Is  there  any  way — you  mentioned  here  that  the 
number  of  people  will  fail  or  failed  to  take  full  advantage  of  the  pres- 
ent retirement  income  credit  because  of  the  complexity  of  forms  and 
the  difficulty  of  correcting  and  computing  it.  I  don't  suppose  that  the 
Internal  Revenue  Service  could  examine  income  tax  returns  to  see  if 
enough  taxes  were  paid  and  would  review  the  tax  returns  of  elderly 
people  to  see  that  they  have  taken  full  advantage  of  retirement  credit ; 
have  you  ever  heard  of  that  happening  ? 

Mr.  Martin.  They  will  give  you  help  in  preparing  it. 

Senato)*  Church.  If  you  ask  them  ? 

Mr.  M  AitTix.  If  you  ask  them. 

Senator  Church.  But  have  you  ever  heard  of  a  kind  of  review  of  a 
number  of  tax  returns  from  elderly  people  of  low  income  to  make  cer- 
tain they  have  taken  full  advantage  of  the  retirement  credit  ?  I  haven't. 
I  don't  imagine  that  happens.  Are  there  ways  to  simplify  this  compu- 
tation so  that  people  will  be  more  aware  of  it  and  more  easily  enabled 
to  use  it  ? 

Income  Credit  Dropped  From  H.R.  1 

Mr.  Brickfield.  We  believe  so.  By  way  of  background,  last  year  the 
Congress  in  H.R.  1,  before  it  was  enacted  into  law,  did  provide  for, 
among  other  things,  a  simplification  of  computing  the  retirement  in- 
come credit.  It  was  in  the  House  version  and  in  the  Senate  version,  but 
something  happened.  Senator,  in  conference  and  the  entire  retirement 
credit  provision  was  dropped  from  H.R.  1. 
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There  wasn't  any  disagreement  between  the  Houses  on  the  provi- 
sion and  we  didn't  believe  it  coukl  be  subject  to  change  in  the  confer- 
ence, but  somehow  it  was  dropped.  We  were  greatly  disappointed  be- 
cause this  would  have  been  a  great  benefit  to  the  elderly.  It  would  have 
simplified  computation.  It  would  have  raised  the  $1,524  to  a  higher 
figure.  I  have  forgotten  precisely  what  the  figures  were,  but  it  would 
be  beneficial.  Chairman  Mills  promised,  however,  that  he  would  review 
it  again  this  year  when  his  connnittee  took  up  the  general  review  of 
the  tax  laws. 

So  this  is  where  we  stand ;  we  have  a  complex  retirement  credit  law 
which  needs  improvement  in  benefits  and  vast  simplification  as  to 
form. 

Senator  Churcii.  And  it's  very  confusing.  Yes,  I  have  tried  to  use 
it  myself  in  connection  with  making  out  my  mother-in-law's  income  tax 
returns.  I  have  had  some  personal  experience  with  it.  Having  tried  to 
figure  it  out  and  in  one  case  having  made  the  computation  incorrectly 
myself,  I  understand  the  problems  that  taxpayers  face  in  trying  to  do 
it,  trying  to  get  through  that  maize  of  calculations. 

One  thing  is  unclear  and  remains  unclear  to  me.  Perhaps  you  can 
help  me  find  an  answer  to  this :  I  am  not  certain  as  to  what  kinds  of 
income  are  presently  considered  under  the  retirement  income  credit.  Is 
it  confined  to  earned  income  under  the  income  tax  law  or  is  it,  that  is 
to  say,  is  it  confined  to  pensions,  Federal  retirement  income  and  that 
kind  of  thing  or  does  it  include  what  might  be  considered  unearned 
income  from  interest  from  dividends  and  rents  and  that  kind  of  thing? 

Mr.  Brickfield.  As  I  understand  it,  they  are  really  talking  about 
income  that  is  not  actually  earned  through  work.  That  is,  income  that 
you  are  not  actively  and  physically  working  for  at  the  present  time. 
It  would  be  income  from  pensions  which  you  have  earned  in  the  past 
and  have  a  right  to.  It  would  be  income  for  rents  which  you  don't 
actually  go  out  and  work  for.  It  would  be  income  from  interest  and 
dividends.  This  is  classified  as  unearned  income  because  you  don't 
actually  go  out  and  work  for  it. 

Mr.  Hacking.  T  would  also  add  that  in  addition  to  passive  in- 
come  

Mr.  Brickfield,  That's  a  better  word. 

Mr.  Hackixg  [continuing].  That  is  really  what  retirement  income 
is — the  statute  also  allows  you  to  take  into  account  certain  amounts 
of  earned  income  from  employment.  Moreover,  the  statute  contains  a 
retirement  test.  If  a  person  who  is  eligible  for  the  credit  and  is  age  65 
or  over,  he  can  earn  up  to  $1,200  without  any  reduction  in  the  amount 
of  retirement  income  that  can  be  taken  into  account  for  purposes  of 
computing  the  credit.  Between  earnings  of  $1,200  and  $1,700,  he  must 
reduce  the  maximum  $1,524  that  can  be  taken  into  account  by  $1  for 
every  $2  of  earnings.  Above  the  $1,700  figure  the  reduction  is  on  a 
dollar-for-dollar  basis.  Obviously  there  is  some  earned  income  com- 
ponent in  the  calculation  and,  of  course,  it  adds  to  the  complexity. 

Senator  Church.  The  Assistant  Secretary  of  the  Treasury  De- 
partment admitted  he  couldn't  figure  the  retirement  income  credit 
himself. 

Complexity  Results  in  Failure 

Mr.  Hacking.  When  the  credit  was  originally  incorporated  into 
the  1954  code,  the  intent  of  Congress  was  of  course  to  provide  rela- 
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tively  equal  tax  treatment  with  Social  Security.  Congress  made  the 
credit  relatively  analogous  to  Social  Security.  They  included  an  eligi- 
bility test  and  a  retirement  test  which  takes  into  account  earned  in- 
come. It  may  very  well  be  that  now  Ave  can  get  away  from  some  of 
these  Social  Security  analogies.  They  may  not  be  necessary,  moreover, 
because  of  the  complexity  that  they  add — complexity  that  results  in 
the  failure  of  some  40  percent  of  the  people  who  are  otherwise  eligible 
to  use  the  credit — they  seem  unjustified.  It's  just  not  worth  the  effort 
to  a  retiree  to  go  through  these  calculations.  They  are  simply  not  capa- 
ble of  doing  it. 

Senator  Church.  I  think  that's  so  and  I  think  that's  sad.  I  hope  we 
can  find — I  have  a  bill  pending  that  would  try  to  bring  the  retirement 
income  provision  up  to  date  and  make  it  do  what  was  originally  in- 
tended to  do,  but  I  think  that  we  ought  to  consider  adding  provisions 
to  that  bill  that  would  simplify  the  calculation  because  we  are  effec- 
tively denying  it,  it  seems  to  me,  to  a  great  many  people  who  should 
be  getting  its  benefits  simply  because  they  can't  understand  it.  They 
don't  know  how  to  compute  it. 

Mr.  Hacking.  Senator,  we  are  in  favor  of  your  bill ;  we  support  it. 
It  would  bring  the  amount  of  retirement  income,  taken  into  account 
for  purposes  of  computing  the  credit,  up  to  the  present  maximum  pri- 
mary benefit  of  Social  Security ;  however,  in  our  testimony  before  the 
House  Committee  on  Ways  and  Means  in  the  tax  reform  hearings 
this  year,  we  made  a  suggestion  that  went  somewhat  further.  We  said 
that  instead  of  specifying  a  fixed  dollar  amount  as  a  maximum  amount 
of  retirement  income  which  can  be  taken  into  account  for  purposes 
of  computing  the  credit — $2,000  or  $2,500  or  whatever — the  statute 
could  simply  state  that  the  maximum  amount  for  any  calendar  year 
would  be  the  maximum  primary  insurance  benefit  under  Social  Se- 
curity determined  for  that  year. 

By  doing  this  we  would  not  have  to  repair  to  Congress  repeatedly  to 
ask  that  the  law  be  amended  to  adjust  the  maximum  amount.  We  hope 
that  the  Ways  and  Means  Committee  will  give  our  suggestion  their 
consideration. 

Senator  Church.  I  like  your  suggestion  and  if  you  keep  the  pro- 
visions up  to  date,  automatically  there  will  be  no  need  to  come  back 
to  Congress  for  further  legislation.  Each  time  you  have  to  do  this, 
you  have  to  educate  the  Congress  again  on  what  the  retirement  income 
credit  is  all  about. 

Mr.  Brickfield.  That's  right. 

Senator  Church.  And  then  how  do  you  compute  it  ?  It's  a  long  hard 
process,  so  I  like  your  suggestion. 

Mr.  Brickfield.  There  is  an  alternative  approach.  It  could  be  used 
as  an  interim  measure  until  such  time  as  the  law  is  changed. 

Elderly  Taught  How  To  Fill  Out  Forms 

Some  3  years  ago  we  met  with  the  staff  of  this  committee  and  with 
one  staff  member  in  particular  whose  name  is  Ira  Funston,  a  retired 
assistant  solicitor  of  the  Labor  Department.  With  him,  Mr.  Miller, 
and  Mr.  Oriol,  we  worked  out  a  way  of  helping  the  elderly  with  their 
regular  income  tax  return  problems. 

Others  did  it,  too.  In  any  event,  we  taught  a  selective  group  of 
elderly  how  to  fill  out  income  tax  returns  so  that  they  in  turn  could 
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help  other  elderly  people.  The  Treasury  Department  thought  it  was  a 
great  idea,  so  that  today,  there  is  a  program  largely  administered  by 
the  Treasury  Department  whereby  selected  elderly  people  are  in- 
structed as  to  the  intricacies  of  the  tax  returns  and  they  in  turn  help 
other  elderly  people  fill  out  their  forms.  This  could  be  most  beneficial 
in  the  difficult  area  of  retirement  income  tax  credit. 

As  a  matter  of  fact,  there  is  pending  legislation  which  would,  I  think, 
give  out-of-pocket  reimbursement  to  some  of  these  people  who  do  this 
work. 

Senator  Church.  There  is  a  bill  pending,  I  know. 

Mr.  Brickfield.  This  could  be  a  helpful  measure. 

Senator  Church.  All  right,  let's  proceed.  I  will  be  looking  to  you, 
to  your  organizations,  for  whatever  assistance  you  can  give  us  in  pre- 
paring an  adequate  bill  to  both  bring  this  credit  up  to  date  and  keep 
it  up  to  date  and  simplify  the  procedures  for  computing  it  out.  We 
could  get  out  of  that  this  one  bill  and  we  might  do  the  job  properly. 

Mr.  Hacking.  I  would  add  to  that,  if  there  were  a  bill  specifying 
that  the  amount  of  retirement  income  taken  into  account  will  be  fixed 
at  the  maximum  primary  Social  Security  benefit  in  any  1  year,  the 
dollar  amount  would  have  to  be  specified  on  the  tax  return  form  itself 
so  that  the  retiree  would  know  the  correct  amount  in  a  given  year. 

Senator  Church.  That's  right.  Very  well. 

Mr.  Brickfield.  Now,  Senator,  I  would  like  to  turn  your  attention 
to  our  long  statement.  In  it  is  a  chart,  it's  called  chart  D. 

What  I  can  do,  Senator,  is  read  the  relevant  paragraph  in  the  sum- 
mary statement  and  ask  Mr.  Hacking  to  explain  it. 

Senator  Church.  Very  well. 

Mr.  Brickfield.  The  chart  itself  has  six  columns.  The  first  two 
columns  relate  to  the  present  law.  Columns  three  and  four  relate  to 
the  House  and  Senate  versions  of  H.R.  1,  last  year  and  the  last  two 
columns  relate  to  the  age  credit  proposal  which  is  what  the  adminis- 
tration is  proposing  and  what  Secretary  Shultz  addressed  himself  to. 
Then  along  the  left-hand  column  is  the  adjusted  gross  income.  With 
that  background,  I  will  read  from  the  summary  statement. 

Chart  D,  which  appears  in  our  prepared  statement,  indicates  rough 
percentages  of  where  the  benefits  under  various  proposals  would  be 
applied.  Specifically  referring  to  the  last  two  columns,  five  and  six, 
we  see  the  age  credit  to  be  a  program  which  would  tend  to  unduly 
benefit  persons  in  the  higher  income  brackets. 

For  example,  only  43  percent  of  total  age  credit  finances  would  go 
to  returns  having  an  adjusted  gross  income  of  less  than  $10,000. 

Benefit  Distribution 

We  have  examined  the  Senate  and  House  proposals  contained  in 
their  respective  versions  of  H.R.  1,  last  year.  While  they  would  allow 
for  as  much  as  80  percent  of  the  benefits  to  go  to  those  with  incomes 
under  $10,000  and  are  therefore  preferable  to  the  age  credit,  never- 
theless, according  to  our  projections  in  chart  D,  the  benefit  distribu- 
tion under  the  Senate  and  House  proposals  would  be  of  less  advantage 
to  lower-income  groups  than  under  present  law. 

Obviously,  in  the  opinion  of  our  associations,  it  is  the  less  well-to-do 
members  of  society  who  are  in  need  of  Federal  assistance  of  this 
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nature,  and  programs  which  actually  assist  those  in  need  are  to  be 
favored  over  those  which  do  little  to  correct  a  bad  situation. 

As  we  get  to  the  chart,  Senator,  I  would  like  to  say  in  short,  we 
oppose  the  age  credit  proposal.  We  have  mixed  feelings  about  the 
Senate  and  House  proposals  of  last  year.  While  we  feel  the  present 
system  provides  the  best  alternative,  it  is  nonetheless  necessary  to 
raise  the  amount  of  retirement  income  for  computation  purposes  to 
at  least  $2,500,  the  maximum  primary  benefit  under  Social  Security. 
For  this  reason  we  support  your  bill,  S.  1811. 

In  other  words,  we  are  against  the  age  credit  bill,  we  have  mixed 
feelings  about  the  proposal  of  last  year.  We  think  that  the  present 
system  is  the  best  of  the  lot  at  the  present  moment,  but  we  do  recog- 
nize that  the'  retirement  income  computation  ceiling  must  be  raised 
from  $1,524  to  $2,500.  You  have  a  bill  that  will  do  just  that.  Senator, 
and  we  support  it. 

Senator  Church.  I  don't  know  why  the  administration  proposal 
always  seem  to  come  out  where  it  does  the  most  for  those  who  need 
it  the  least  and  the  least  for  those  who  are  most  in  need.  That  seems 
to  be  a  pattern. 

Mr.  Hacking.  That's  what  this  chart  basically  deals  with.  It  meas- 
ures the  distribution  of  the  tax  benefits  among  individuals  by  income 
class  under  the  present  law  and  under  the  age  credit.  From  our  pro- 
jections, it  would  appear  that  more  of  the  benefits  under  the  age 
credit  would  go  to  higher  income  people  than  to  lower  income  people 
as  compared  to  the  present  benefit  distribution  under  the  existing 
retirement  income  credit. 

Senator  Church.  I  am  going  to  ask  the  staff  to  see  that  your  pre- 
pared statement  appears  as  an  appendix  following  your  testimony, 
and  that  the  chart  you  have  extracted  is  placed  here  to  supplement 
what  you  have  testified  to. 

Mr.  Brickfield.  Yes. 

[Chart  D,  referred  to  above,  follows:] 

CHART  D 


Adjusted  gross 
income  (dollars 
per  year) 


Percentage  of 

total  returns 
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retirement 

income  credit 
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total  retire- 
ment income 
credit  dollars 
received 
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received 
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total  Senate 

credit  dollars 

received 
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total  age 

credit  dollars 
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0  to  $2,999 

$3,000  to  $4,999... 
$5,000  to  $6,999... 
$7,000  to  $9,999..., 
$10,000  to  $14,999. 
$15,000  to  $19,999. 
$20,000  to  $49,999. 
$50,000  to  $99,999. 
$100,000  up. 


9.31 

(9.31) 

31.76 

(41. 07) 

21.00 

(62. 07) 

16.82 

(78. 89) 

10.82 

(89.71) 

4.38 

(94. 09) 

4.77 

(98. 86) 

.81 

(99. 67) 

.31 

(99. 98) 


4.71 

1.82 

(4.71) 

(1.82) 

26.25 

28.02 

(30. 96) 

(29. 84) 

23.74 

26.51 

(54. 70) 

(56. 35) 

18.98 

25.95 

(73. 68) 

(82. 30) 

14.67 

8.96 

(88. 35) 

(91. 26) 

4.95 

3.37 

(93. 30) 

(94. 63) 

5.42 

4.44 

(98. 72) 

(99. 07) 

.91 

.64 

(99.63) 

(99.71) 

.36 

.29 

(99.99) 

(100. 00) 

2.26 

2.05 

(2.26) 
27.70 

(2.05) 
19.18 

(29.96) 
26.00 

(21.23) 
17.81 

(55. 96) 
24.75 

(39. 04) 
19.18 

(80.  71) 
9.93 

(58. 22) 
13.70 

(90. 64) 
3.66 

(71.92) 
8.22 

(94. 30) 
4.61 

(80. 14) 
15.07 

(98.81) 
.66 

(95.21) 
3.42 

(99. 57) 
.32 

(99.63) 
1.36 

(99. 80) 

(99. 99) 

) 

8.44 
(8.44) 
11.55 

(19. 99) 
22.67 

(42.66) 
17.33 

(59. 99) 
11.55 

(71.54) 
21.33 

(92. 87) 
4.89 

(97. 76) 
2.22 

(99.98) 
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nl^mpnf^T'''^-^^'''^  '^''™^.  ^^  employment,  we  refer  to  the  em- 
nn/>,?f  ^.  ?f  ""*  ""^'^  prepared  statement.  We  believe  that  the  elderly 
and  winin    ^^         ^^         ^°  continue  to  work  as  long  as  they  are  able 

Within  this  older  age  group,  there  are  many  who  are  being  forced 
to  retire,  despite  their  willingness  to  stay  in  the  labor  force  and  despite 
their  work  capacities.  ^ 

Apart  from  the  social  and  psychological  reasons  for  a  re-examina- 
tion  ot  the  current  retirement  and  employment  policies,  the  loncrer 
persons  are  retired,  the  more  thinly  will  available  retirement  resources 
be  spread  and  the  greater  will  be  the  demands  for  pensions  on  em- 
ployers. 

As  we  move  increasingly  away  from  a  large  proportion  of  manual 
workers  m  our  labor  force,  the  developing  industry-occupation  struc- 
ture could  allow  continued  employment  of  a  larger  portion  of  our 
'younger"  aged. 

If  current  retirement  trends  continue,  the  attainment  of  an  ade- 
quate retirement  income  goal  may  be  impossible.  By  encouraging  the 
older  person  to  remain  employed,  we  would  also  be  making  it  possible 
for  more  persons  to  be  covered  by  better  private  pension  and  to  re- 
ceive increased  Social  Security  benefits.  Furthermore,  the  retiree  will 
have  additional  years  of  earning  and  be  less  dependent  on  pension 
resources. 

Now,  Mr.  Chairman,  former  Commissioner  Martin  has  a  great  in- 
terest in  this  and  I  would  ask  permission  if  he  would  complement  this 
with  a  few  words  of  his  own. 

Senator  Church.  Sure. 

High  Level  or  Inflation 

Mr.  Martin.  Mr.  Chairman,  the  problem  that  we  face  is  that  even 
with  Social  Security  income  and  with  private  pensions  so  far  we  can 
foresee,  at  least  into  the  reasonably  near  future,  there  is  not  going  to 
be,  there  are  not  going  to  be  total  payments  sufficient  to  enable  people 
to  retire  and  maintain  something  close  to  their  preretirement  standard 
of  living.  This  is  a  serious  thing  because  we  not  only  have  a  very  high 
level  of  inflation  which  makes  life  more  difficult  for  these  people,  but 
we  don't  want — we  shouldn't  be  talking  just  about  keeping  people  up 
to  the  poverty  level. 

We  should  be  talking  about  keeping  people  up  to  some  kind  of  a 
standard  of  living  that's  comparable  to  the  standard  of  living  they  had 
before  they  retired,  and  there  is  a  great  deal  of  difference.  It's  our 
judgment  that  if  you  rely  entirely  upon  Social  Security  and  pensions, 
private  pensions,  you  are  not  going  to  be  able  to  reach  that  level  and 
that,  therefore,  it  becomes  increasingly  important  for  older  people  to 
at  least  have  the  option  of  staying  in  the  labor  market  and  continuing 
to  add  earnings  to  whatever  they  are  getting  by  way  of  public  and 
private  pensions. 

Now  the  question  is  how  are  we  to  do  that?  Unless  we  give  some 
incentives  for  that  purpose,  we  are  not  going  to  achieve  it. 

One  suggestion  that  has  been  made  merits  consideration.  We  recog- 
nized in  H.R.  1  last  year  a  new  policy  direction  when  we  provided 
that  you  should  get  1  percent  more  in  Social  Security  income  for 
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each  year  that  you  continue  in  the  labor  market.  That's  miniscule 
and  that  doesn't  amount  to  what  would  normally  be  an  actuarially 
determined  return. 

The  suggestion  that  has  been  made,  and  it  seems  to  me  that  it  has 
merit,  is  that  older  people  who  are  willing  to  stay  in  the  labor  mar- 
ket and  continue  to  earn  ought  to  be  able  to  get  an  actuarially  in- 
creased Social  Security  benefit  just  as  much  as  they  get  actuarially 
reduced  Social  Security  benefit  if  they  retire  before  they  reach  age  65. 

Senator  Church.  The  longer  they  defer  retirement,  the  higher  their 
retirement  benefit  would  be. 

Mr.  Martin.  That  would  be  a  big  incentive  for  people.  You  may 
say,  well,  maybe  we  won't  have  jobs  enough  for  everybody,  but  that 
takes  us  to  the  fact  that  for  these  older  people  the  Government  is 
going  to  have  to  assume  a  responsibility  to  enable  them  to.  in  my  judg- 
ment, to  work  and  earn  if  they  are  able  and  willing  and  desire  to 

do  so. 

It  appears  to  me  that  this  is  a  social  judgment  that  we  have  to  come 
to  and  that  I  mentioned  a  little  while  ago. 

Senator  Church.  That  really  takes  us  back  to  the  discussion  we  had 
earlier  this  morning  on  the  retirement. 

Mr.  Martin.  Yes,  it  does. 

Senator  Church.  And  your  own  panel  is  not  fully  agreed  on  this, 
I  mean,  you  have  differences  of  opinion  on  your  own  panel.  I  think 
it's  not  an  easy  question  to  resolve.  Yesterday  Wilbur  Cohen  testified 
and  among  other  things,  he  challenged  the  idea  of  a  blanket  arbitrary 
retirement  age.  He  spoke,  for  example,  of  the  16-week  sabbatical  that 
might  be  worked  into  our  way  of  life  so  that  people  might  have  leave 
of  their  work  at  earlier  ages  and  not  to  wait  until  they  become  65, 
as  we  do  today. 

Enforced  Early  Retirement 

You  have  mentioned  in  your  statement  this  morning  that  the  com- 
bination of  higher  benefits  from  Social  Security  and  enforced  early 
retirement  will  result  in  a  reduction  of  the  percentage  of  males  in  the 
labor  force. 

What  about  this  question  of  enforced  retirement ;  how  does  it  affect 
you  ?  You  were  telling  us — now  is  it  true — we  are  going  to  have  more 
and  more  enforced  retirement  by  virtue  of  retirement,  special  retire- 
ment plans  in  large  business. 

Mr.  Martin.  The  private  plans  all  pretty  much  have  a  cutoff  date 
and  tend  in  the  direction  of  mandatory  retirement  so  that  you  are  out 
of  the  labor  market  and  I  think  that  relates  to  the  fact  that  they  are 
negotiated  wnth  labor  unions  who  really  want  to  clear  the  tracks  for 
younger  people,  ^^^len  you  get  to  65,  you  are  finished. 

Senator  Church.  You  are  saying  that  instead  of  compulsory  retire- 
ment plans  enforcing  more  and  more  elderly  people  to  retire  at  65, 
we  should  be  more  in  favor  of  permitting  them  to  supplement  their 
income  in  part-time  work? 

]\Ir.  Martin.  Absolutely.  If  they  are  going  to  have  any  kind  of  a 
post-retirement  standard  like  their  preretirement  standard,  they  have 
got  to  be  encouraged  to  earn. 


308 

Dr.  Juanita  Kreps  has  an  interesting  suggestion  which  is  set  forth 
in  the  longer  prepared  statement.  She  suggests  the  possibility  of  en- 
couraging work  for  45  years  instead  of  40  years,  another  5  years,  on 
a  35-hour  a  week  basis  instead  of  a  40-hour  week  basis.  In  other  words, 
the  same  amount  of  work  but  spread  over  a  longer  period  of  time. 
It  would  reduce  the  earnings  in  the  earlier  period  by  one-eighth,  but 
apply  them  to  the  last  5  years,  and  she  points  out  what  the  advan- 
tages of  that  would  be  and  of  course  there  are  quite  obvious  benefits, 
including  increased  satisfaction. 

I  think  it's  worth  some  very  careful  thinking  as  to  how  we  are  going 
to  meet  the  problem  of  adequacy  rather  than  the  problem  of  meeting 
poverty  levels. 

Senator  Church.  Well,  I  think  the  point  is  going  to  become  more 
and  more  acute  as  larger  numbers  of  elderly  people  are  forced  into 
retirement  against  their  own  will. 

Mr.  Martin.  There  is  also  a  tendency  in  the  other  direction.  There  is 
a  tendency  of  earlier  retirement  and  there  is  a  tendency  which  is  tied 
to  the  demand  for  bigger  and  bigger  pensions. 

Well,  the  bigger  and  bigger  pensions  are  going  to  involve  greater 
and  greater  contributions,  so  this  works  in  the  other  direction.  The 
load  on  the  pension  system,  the  private  pension  system  is  going  to  get 
heavier  and  heavier  and  if  the  general  trend  toward  voluntary  older 
retirement  goes  on,  you  will  have  less  and  less  workers  supporting  more 
and  more  workers  in  the  upper  brackets,  in  the  retirement  brackets. 

So  the  pressures  on  the  pension  systems,  the  private  pension  systems 
are  going  to  be  increasingly  acute  and  the  difficulties  in  raising  those 
pensions  are  going  to  be  increasingly  serious.  So  we  have  got  to  look 
for  a  bigger  mix  or  earnings  or  of  income  sources,  that's  what  I  am 
saying. 

Need  To  Coordixate  Pension  Systems 

Mr.  Brickfield.  Finally,  Mr.  Chairman,  there  is  a  need  to  coordi- 
nate the  various  public  pension  systems,  Social  Security  and  other 
public  pensions. 

Multiple  eligibility  for  basic  retirement  benefits  can  be  costly.  While 
such  an  overlap  is  understandable  and  indeed  desirable  in  some  cases, 
such  as  military  retirement  and  private  pensions,  because  of  the  need 
to  recruit  and  retain  personnel,  multiple  eligibility  for  basic  retire- 
ment benefits  under  public  pension  systems  can  create  inequity  and 
injustice. 

Now  let  me  state  in  my  own  words — the  leadership  for  federally 
coordinating  these  various  systems  should  come  from  the  Congress. 
It  should  set  the  example.  I  could  be  raising  a  parliamentary  or  juris- 
dictional problem,  but  I  don't  intend  it.  But  when  I  speak  to  Members 
of  Congress  and  to  the  members  of  this  staff  about  various  areas  of 
needs  relating  to  the  elderly,  they  oftentimes  say,  "Well,  you  might 
go  to  the  Armed  Services  Committee  or  the  Veterans  Committee  or 
some  other  committee." 

The  military  today,  for  example,  have  tens  of  thousands  of  retirees 
and  more  and  more  legislation  affecting  them  is  getting  into  the  gen- 
eral social  benefit  areas.  The  military  today  receive  Social  Security 
retirement  benefits.  In  addition,  after  their  medical  benefits  under 
CHAMPUS  are  terminated,  they  come  under  Medicare. 
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So  the  question  is  posed :  Are  not  these  matters,  affecting  the  mili- 
tary, a  proper  subject  matter  for  this  Committee  on  Aging. 

We  have  the  railroad  retirement  fund.  It's  a  separate  fund  from  the 
Social  Security  fund.  The  railroad  retirement  fund  is  almost  in  bank- 
ruptcy. It's  in  dire  straits.  It  needs  help.  Yet,  it's  part  of  the  entire 
pension  system  and  ought  to  be  looked  at  in  the  light  of  all  the  systems 
not  just  in  its  own  light,  and  one  committee  could  perform  this 
function. 

We  take  the  position  that  since  your  committee  is  not  essentially  a 
legislative  committee  but  one  that  investigates  and  evaluates  and 
makes  recommendations  to  other  committees,  that  it  could  properly 
look  into  the  retirement  needs  of  the  military,  the  retirement  needs 
of  the  veterans  and  other  special  groups,  and  consider  them  as  factors 
and  as  inputs  of  needs  of  elderly  people  generally,  and  in  the  end 
make  better  recommendations  to  the  legislative  committee. 

What  I  am  saying  is  we  feel  that  this  committee  could  properly 
look  into  all  areas  of  elderly  people — military,  the  veterans,  the  rail- 
road retirees,  and  others,  and  perform  a  more  useful  function  in  seek- 
ing to  eliminate  duplications,  overlaps,  gaps,  and  other  shortcomings, 
and  thereby  bring  back  a  more  coordinated  system  of  benefits  for  the 
elderly. 

Senator  Church.  Thank  you.  I  think  the  point  is  well  taken  and  is 
one  that  this  committee  should  explore.  It's  a  new  suggestion  but 
there  is  a  conspicuous  lack  of  coordination  between  the  various  sys- 
tems and  I  think  at  one  point  last  year,  there  was  a  proposal  before 
the  Congress  which,  if  it  had  been  enacted  into  law,  could  have  keyed 
military  retirement  income  to  current  contemporary  increases  in  ac- 
tive pay  and  that  the  total  cost,  projected  cost  of  that  proposal  would 
have  eaten  most  of  the  income  of  the  Federal  Government  by  the  end 
of  the  century. 

Projected  Cost  Is  Startling 

Since  we  spend  a  great  deal  of  our  time  fighting  wars  and  enlisting 
enormous  numbers  into  the  military,  this  had  a  ballooning  effect  that 
was  startling  in  its  projected  cost. 

So  that  just  underscores  the  point  that  there  needs  to  be  more  co- 
ordination and  more  consideration  given  to  the  totality  of  your  re- 
tirement plans  and  they  should  be  looked  at  as  they  exist  and  as  they 
may  either  coincide  or  conflict  with  one  another. 

Mr.  Brickfield.  That's  our  point,  Senator,  and  that  ends  our 
presentation. 

Senator  Church.  Thank  you  very  much.  Again,  I  asked  you  ques- 
tions I  had  in  mind  as  you  testified.  Mr.  Oriol,  do  you  have  any 
questions  ? 

Mr.  Oriol.  I  would  just  like  for  the  record  to  ask  whether  the  pro- 
posed Social  Security  Board  would  be  responsible  for  administering 
Medicare  and  all  parts  of  OASDI  cards  ? 

Mr.  Mitchell.  I  would  so  propose  this  as  an  individual.  I  haven't 
checked  that  with  the  association,  but  I  presume  they  would. 

Mr.  Oriol.  And  another  question  to  Mr.  Hacking :  You  suggest  that 
regional  variations  in  the  benefit  levels  be  seriously  considered  in  the 
supplemental  security  income  program.  How  could  this  be  justified 
program  ? 
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Mr.  Hacking.  The  idea  there  is  that  SSI  is  going  to  provide  a  mini- 
mum floor  of  protection.  Let's  say  for  the  moment  that  they  were  able 
to  determine  what  the  poverty  level  is  and  were  able  to  measure 
changes  over  the  time.  We  already  know  that  the  poverty  level  for  an 
urban  family  living  in  New  York  City  is  very  different  from  a  family 
living  in  a  rural  area  in  Mississippi. 

If  the  thrust  of  SSI  is  to  provide  a  minimum  level  and  this  mini- 
mum is  measured  at  different  amounts  in  different  parts  of  the  country 
for  different  sized  groups,  family  units  and  so  forth,  then  it  seems 
that,  rather  than  having  a  uniform  benefit,  it  would  be  better  to  keep 
the  benefit  at  that  certain  level  depending  on  the  area  or  the  region 
of  the  country. 

Now  obviously  there  are  tremendous  problems.  One  of  the  major 
problems  is  determining  the  poverty  level  in  a  manner  that  takes  into 
account  all  of  the  important  variables.  There  are  all  sorts  of  conflict- 
ing views  as  to  the  proper  standard  that  should  be  used  to  poverty. 

The  Government  itself  is  divided  on  that  question.  Once  you  do 
arrive  at  a  particular  poverty  level  for  a  certain  area,  you  must  then 
adjust  it  for  subsequent  developments — cost-of-living  increases — for 
example.  But  even  here  there  are  problems.  Do  you  simply  adjust 
the  poverty  level  for  increases  in  the  CPI  or  do  you  have  to  use  some 
other  way  or  take  other  factors  into  account  as  well  ? 

AcROSS-THE-BoARD    ADJUSTMENT 

For  example,  I  understand  that  there  is  a  budget  for  older  people 
that's  really  based  on  food  costs.  Well,  if  in  any  one  year  the  rise  in 
the  cost  of  food  happens  to  equal  the  use  in  the  CPI,  that's  fine.  There 
would  be  an  equal  adjustment  across  the  board.  But  if  the  food  cost 
factor  in  CPI  is  above  the  average,  do  you  take  account  of  that  factor 
and  do  you  adjust  the  poverty  level  for  the  rise  in  the  cost  of  food 
or  for  the  smaller  rise  in  the  CPI  ? 

There  are  tremendous  problems  obviously  involved  in  measuring 
the  minimum  level  of  poverty  in  a  manner  that  takes  into  account  a 
substantial  number  of  regional  variations  and  family  circumstances. 

Mr.  Oriol.  Mr.  Chairman,  this  is  an  intricate  question  we  would 
like  to  explore  it. 

I  would  also  like  to  direct  a  question  to  Commissioner  Martin  con- 
cerning Wilbur  Cohen's  suggestion  yesterday  for  Administration  on 
Aging  educational  programs  and  perhaps  we  could  get  a  response  by 
mail  or  even  now. 

Mr.  Martin.  Well,  I  haven't  had  a  chance  to  study  it  very  carefully 
but  I  certainly  think  that  more  can  be  done  than  is  being  done  in  the 
way  of  retirement  education,  education  for  retirement.  My  experience 
with  the  Office  of  Education  was  very  poor.  They  were  not  doing 
anything  in  this  field  and  as  far  as  we  could  see,  they  didn't  propose 
to  do  anything  in  the  field. 

I  think  that  a  program  under  the  guidance  of  the  Administration  on 
Aging  Avould  have  interest  behind  it  and  would  be  a  considerable 
advantage.  One  of  the  problems  that  we  have  had  of  course  with  pri- 
vate companies  is  that  they  don't  like  to  talk  about  retirement  unless 
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they  have  a  good  retirement  pension ;  otherwise,  they  tend  not  to  want 
to  get  into  discussion  of  retirement  or  that's  it. 

Senator  Church.  It  was  a  long  time  to  get  me  on  the  gold  watch 
syndrome. 

Mr.  Martin.  There  are  a  lot  of  things  to  be  overcome  that  are  not 
obvious  on  the  surface. 

Mr.  Miller.  Mr.  Chairman,  I  have  many  questions  in  my  mind  and 
I  think  the  witnesses  have  indicated  that  they  recognize  how  many  un- 
resolved questions  there  are  as  reflected  in  their  very  fine  statement.  I 
went  through  it  twice  after  4  o'clock  yesterday  afternoon  and  I  think 
it  is  a  very  fine  document  and  develops  a  great  many  areas  that  they 
recognize  and  we  all  recognize  as  needing  further  exploration. 

Senator  Church.  I  want  to  say  in  that  connection  that  you  have  ap- 
proached this  task  with  great  seriousness  of  purpose  and  the  material 
you  have  supplied  us,  together  with  the  recommendations  made,  are 
going  to  be  extremely  helpful  in  charting  these  new  directions  for  So- 
cial Security. 

Mr.  Brickfield.  Thank  you  very  much.  _ 

Senator  Church.  Thank  you  all  for  coming. 

We  have  one  further  speaker,  Mrs.  Barbara  Marks. 

STATEMENT  OE  BARBARA  F.  MARKS,  ACTING  DIRECTING  ATTOR- 
NEY, NATIONAL  SENIOR  CITIZENS'  LAW  CENTER,  ACCOMPANIED 
BY  RICHARD  MICHAEL  DULL,  ATTORNEY-AT-LAW 

Mrs.  ^SIarks.  I  thank  you  very  much.  Senator,  and  the  other  gentle- 
men for  inviting  me  to  testify  this  morning  at  your  hearing  on  new 
directions  in  Social  S(^curity.  I  am  Barbara  F.  iNIarks,  acting  direct- 
ing attorney  of  the  Washington,  D.C.,  office  of  the  National  Senior 
Citizens'  Law  Center. 

The  gentleman  to  my  right  is  Mr.  Richard  Michael  Dull,  an  attorney 
in  my  office. 

I  represent  a  segment  of  the  elderly,  Senator,  who  are  the  most  dis- 
pirited and  the  most  downtrodden,  that  is  the  elderly  poor.  Many  of 
our  clients'  needs  correspond  with  the  needs  of  all  elderly  persons  and 
many  of  their  problems  correspond  with  those  of  their  peers. 

Senator  Church.  May  I  suggest,  you  speak  so  well,  that  we  insert 
your  prepared  statement  in  the  record,  because  it  is  now  noon,  and  then 
you  can  summarize  for  me  in  your  own  words,  the  principal  points  you 
want  to  make,  and  then  I  will  have  questions  that  might  be  saving 
us  time  and  we  might  also  do  a  better  job  of  getting  to  the  particulars 
that  you  want  to  emphasize. 

Mrs.  jSIarks.  Thank  you.  sir,  very  much.  I  would  like  to  paraphrase 
Senator  Ervin :  "I'm  an  old-time  country  lawyer  and  I  know  when  the 
judge  gets  hungr}^  you  don't  want  to  plead  your  case  too  long." 

I  just  want  to  mention  that  our  center  is  funded  by  the  OEO  and  we 
are  a  backup  center.  Part  of  our  job  is  to  provide  routine  backup  serv- 
ice to  2,500  legal  services  programs  attorneys,  and  the  other  aspect  of 
our  work  is  to  sensitize  those  attorneys  to  the  needs  of  the  poor,  senior 
citizens  in  America  who  have  been  least  served  by  the  legal  services 
programs.  The  fault,  of  course,  lies  on  both  sides.  The  clients  are  pas- 
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sive  and  the  attorneys  generally  speaking  are  younger  and  are  not 
quite  attuned  to  all  the  problems  that  face  old  people. 

Public  Law  92-603  Improved 

The  main  point  that  I  would  like  to  emphasize  to  you  this  morning 
is  that  in  spite  of  all  the  excellent  improvements  that  were  enacted  in 
the  Renegotiation  Act  of  1973  which  improved  Public  Law  92-603,  we 
found  that  there  was  one  area  that  might  need  a  little  more  attention 
from  this  committee. 

If  you  remember,  section  401  of  the  law,  Public  Law  92-603,  pro- 
vided old  age  assistance  to  the  eldei'ly  at  a  rate  higher  than  the  pro- 
posed $130  and  $195  to  be  paid  beginning  January  1,  1974.  Each  State 
will  have  to  supplement  under  SSI  up  to  their  December  1973  payment 
to  the  recipients  who  are  on  the  rolls  in  December  1973,  under  the 
1973  amendments. 

However,  there  will  be  recipients  coming  on  the  rolls  in  January 
1974,  February  1974,  and  so  forth,  who  may  find  themselves  in  a  posi- 
tion of  receiving  a  lesser  supplementation  than  those  who  were  lucky 
enough  to  have  been  on  the  rolls  in  December  1973. 

The  mechanism  that  is  provided  in  section  401  of  Public  Law  92- 
603  is  that  first  there  will  be  the  Federal  subsidization  of  $130  and 
$195.  Next,  there  will  be  an  expenditure  by  the  State  of  moneys  that 
it  had  expended  per  recipient  in  the  calendar  year  1972.  In  short,  a 
part  of  the  State's  savings  program  that  they  have  generated  from 
the  Federal  basic  payment  will  be  used  for  State  supplementation  of 
the  Federal  SSI.  Add  to  those  payments,  if  you  can  visualize  it  as  a 
cylinder  with  layers,  the  Federal  Government  supplementation  up  to 
the  State's  adjusted  payment  level  as  of  January  1973.  The  Federal 
Government  will  hold  the  State  harmless  for  that  sum  of  money. 
These  will  be  Federal  dollars  exclusively. 

Above  that,  if  the  State  gave  any  benefit  such  as  cost-of-living  in- 
crease or  just  a  flat  increment  as  they  did  in  some  States,  the  State 
once  more  will  have  to  pay  that  sum  of  money  out  of  its  own  treasury. 

Now  we  think  that  possibly  your  committee  might  want  to  look  to 
raising  the  adjusted  payment  level  so  that  the  States  will  be  held 
harmless  as  of,  say,  January  1973,  or  December  1973  for  all  other  fu- 
ture recipients,  beyond  those  on  the  rolls  in  December  1973. 

I  know  this  is  an  area  that  really  can't  be  heard  quickly,  but  know- 
ing your  familiarity  with  the  law,  I  will  leave  further  discussion  of  it 
until  your  question  period. 

The  other  point  we  make  is  that  we  are  very  concerned  with  the 
social  services  regulations  which  you  now  have  delayed  until  Novem- 
ber 1, 1973,  under  the  Renegotiation  Act. 

There  are  many  areas  in  which  legal  services  for  the  elderly  have 
been  diminished  under  those  regulations.  Especially,  the  commitment 
has  been  reduced  from  an  elaborate  scheme  under  the  present  regula- 
tions to  a  supersimplified  scheme,  which  I  set  out  in  my  paper. 

We  feel  that  if  you  view  the  elderly  individual  as  being  on  a  con- 
tinum  from  self-sufficiency,  to  some  type  of  supervision,  to  guardian- 
ship, or  to  an  advanced  situation  where  he  must  be  hospitalized  and 
finally  committed  to  an  institution,  by  making  commitments  carelessly, 
you  are  reducing  his  rights  and  you  are  increasing  the  duties  and  the 
expenditures  of  the  State. 
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Therefore,  we  would  like  this  committee  to  focus  on  the  area  of  pro- 
viding legal  and  social  services  to  prevent  wholesale  warehousing  of 
the  elderly,  particularly  the  elderly  poor  in  the  commitment  field. 

Beyond  that,  sir,  I  would  reserve  any  further  discussion  until  you 
have  questioned  me. 

Chairman  Church.  Well,  thank  you,  very  much,  and  your  entire 
statement  will  be  inserted  m  the  record  at  this  point. 

Prepared  Statement  of  Barbara  F.  Marks 

Gentlemen :  Thank  you  for  inviting  me  to  testify  this  morning  at  your  hearing 
on  "New  Directions  in  Social  Security."  I  am  Barbara  F.  Marks,  acting  directing 
attorney  of  the  Washington,  D.C.  oflSce  of  the  National  Senior  Citizens'  Law 
Center.  The  gentleman  to  my  right  is  Mr.  Richard  Michael  Dull,  an  attorney  in 
my  oflBce. 

Our  center  is  funded  by  OEO  and  was  designed  to  serve  two  purposes.  Our 
first  mission  is  to  provide  routine  back-up  to  the  2,500  legal  services  program 
attorneys ;  that  is,  we  provide  research  assistance  on  legal  issues  and  serve  as 
cocounsel  on  complex  and  difficult  cases.  The  other  goal  is  to  sensitive  legal  serv- 
ices attorneys  to  the  needs  of  the  elderly  poor,  and  to  guide  the  lawyers  in  the 
delivery  of  services  to  that  important  but  neglected  segment  of  our  population. 
AVhen  it  was  discovered  that,  although  the  elderly  comprise  20  percent  of  the 
population  who  live  in  poverty  in  America,  only  6  percent  of  the  legal  services 
are  delivered  to  our  senior  citizens,  the  OEO  established  our  special  center  to 
identify  legal  issues  which  affect  the  elderly  and  to  disseminate  this  informa- 
tion to  legal  services  attorneys  and  other  interested  citizens.  We  have  11  attor- 
neys on  the  center's  staff.  Our  main  oflSce  is  in  Los  Angeles  and  we  have  two  other 
offices  in  California,  one  in  San  Francisco  and  the  other  in  Sacramento.  The 
Washington  office,  which  represents  the  center  on  the  east  coast,  concentrates  on 
Federal  legislation.  We,  in  the  Washington  office,  regard  as  propitious  the  cir- 
cumstance that  our  office  was  opened  in  October  1972,  1  month  before  you 
gentlemen  passed,  as  part  of  H.R.  1,  a  bold  innovation  in  adult  welfare  programs, 
the  supplemental  security  income  program. 

Five  months  from  now  on  .January  1,  1974,  all  existing  Federal  and  State  pro- 
grams of  aid  to  the  aged,  blind,  and  permanently  and  totally  disabled  will  be 
replaced  by  SSI,  administered  by  the  Social  Security  Administration.  No  longer 
will  the  stigma  of  "welfare"  be  attached  to  payments,  nor  will  there  be  any  carry- 
over of  the  past  State-to-State  differentials  in  eligibility  standards,  payment  lev- 
els or  corollary  laws,  such  as  paupers'  oaths,  automatic  liens  or  relative  responsi- 
bility laws.  A  floor  has  been  placed  under  the  income  of  every  aged  person  in  the 
United  States.  $1.S0  will  be  paid  to  each  individual  with  no  other  income  and 
$195  will  be  paid  to  couples,  ^^^len  you  passed  the  Renegotiation  Act  of  1973,  you 
amended  that  floor  upward  to  $140  and  $210.  respectively,  to  be  paid  after  July  1, 
1974.  Such  a  raise  reflects  the  fact  that  food  stamps  were  written  out  of  the 
original  program  and  that  inflationary  pressures  have  raised  the  cost  of  living. 
If  the  inflation  continiies  upward,  you  may  need  to  amend  again  to  provide  an 
additional  increment  to  the  SSI  payment. 

The  standard  payments  of  $140  and  $195  are  above  the  level  of  average  pay- 
ments to  old  age  assistance  recipients  that  are  provided  in  32  States.^  Those 
States  would  probably  not  supplement,  as  there  is  no  need  for  them  to  do  so  in 
order  to  keep  their  current  recipients  at  the  December  1973  level." 

By  the  terms  of  the  Renegotiation  Act  of  1973  amendments  to  the  SSI  pro- 
gram, all  Stales  must  supplement  sufficiently  to  bring  every  recipient  up  to  the 
level  that  he  will  receive  in  December  1973.  To  complete  the  picture,  certain 
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.S80:  Tennessee.  .«102  •  Texas.  $119:  TTtah.  .'«112  :  West  Virsrinia.  $12.S  :  Wisconsin.  $128: 
and  Wyominp.  $104.  Department  of  HEW.  Assistance  Payments  Administration,  Internal 
Memo,  dated  November  1972. 

2  There  are  routrhlv  three  States  which  pav  slightly  above  the  $140  level.  They  are  :  Wash- 
ington, $141  :  Colorado,  $142  ;  and  Illinois,  $143. 
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states  ^  will  be  required  to  supplement  substantially,  and  some  will  have  to  con- 
tribute above  their  hold  harmless  level. 

Under  the  SSI  program,  those  States  that  must  supplement  to  reach  their 
December  1973  level  have  certain  options.  One  is  to  pay  all  administrative  costs 
and  all  benefits  up  to  the  December  1973  level  out  of  State  funds.  The  alternative 
is  to  elect  to  have  the  Federal  Government  administer  the  entire  program  or 
some  categories  of  it,  at  no  cost  to  the  State.  The  additional  benefit  to  the  State 
in  the  latter  option  is  that  it  will  be  held  harmless  for  (1)  the  basic  Federal 
SSI  payments,  and  (2)  any  moneys  it  expends  above  and  beyond  the  aggregate 
number  of  dollars  it  expended  in  calendar  year  1972  up  to  the  adjusted  payment 
level  for  any  benefits  it  must  pay  to  the  recipient  in  order  to  keep  him  in  order 
to  keep  him  in  a  State  of  parity  with  his  December  1973  benefit  payment. 

As  you  may  recall,  section  401  of  Public  Law  92-603  addressed  itself  to  a 
limitation  on  fiscal  liability  of  the  States  under  State  supplementation  of  the 
SSI  program,  but,  in  effect,  imposed  a  ceiling  on  Federal  payments.  That  ceiling 
is  the  adjusted  payment  lepel,  defined  in  the  law  as  the  money  payment  which 
an  individual  with  no  other  income  would  have  received  in  January  1972  under 
his  State  plan  except  that  a  State  can  increase  such  adjusted  payment  level 
by  a  payment  level  modification  and  the  bonus  value  of  food  stamps  available 
in  that  State  in  January  1972.  Therefore,  if  an  individual  must  receive  a  bene- 
fit above  the  January  1972  level,  e.g.,  the  December  1973  level,  the  State  alone 
will  have  to  provide  the  increment.  Many  States,  California  for  one,  have  pro- 
vided cost  of  living  increases  and  flat  increments  to  their  welfare  recipients.  The 
effect  of  the  increases  meant  that  by  the  terms  of  the  SSI  laws  prior  to  amend- 
ment, many  recipients  would  be  faced  with  a  decrease  in  their  benefits  after 
January.  However,  the  solution  offered  by  the  amendments  may  have  introduced 
additional  problems.  By  the  terms  of  the  amendment,  each  State  is  now  required 
to  supplement  up  to  its  December  1973  benefit  payment.  However,  this  manda- 
tory supplementation  is  required  only  for  those  who  will  be  recipients  under  a 
State  plan  in  December  1973.  Anyone  coming  on  the  SSI  rolls  as  of  February 
1974  may  find  that  his  SSI  benefit  is  augmented  only  to  January  1972  levels  in 
his  particular  State.  If  Congress  decides  to  amend  SSI  benefits  in  the  future ; 
it  may  wish  to  change  the  date  of  the  adjusted  payment  level  for  all  persons 
eligible  for  SSI  after  January  1,  1974  to  a  December  1973  date. 

Our  oflBce  has  received  calls  seeking  information  about  the  impending  imple- 
mentation of  SSI.  In  re.sponding  to  such  inquiries,  we  rely  upon  a  quotation 
from  a  letter  from  Frank  Carlucci,  Undersecretary  of  Health.  Education,  and 
Welfare,  to  the  editor  of  the  Washington  Post,  published  in  June  1973,  which 
stated  that  "the  Social  Security  Administration  is  on  schedule,  and  will  start 
to  take  applications  from  newly  eligibles  this  month,  6  months  before  the  pro- 
gram is  due  to  start."  We  also  lean  on  the  work  of  Mr.  Weinberger  who  stated 
before  the  Finance  Committee  on  June  19,  1973,  "...  we  can  and  will  be  ready 
to  offer  complete  implementation  of  the  program  by  January  1,  1974  .  .  ." 

Much  apprehension  exists  because  the  regulations  for  the  SSI  program  have 
not  been  forthcoming  from  the  Social  Security  Administration.  Two  weeks 
ago,  an  inquiry  of  oflScials  in  the  agency  elicited  the  response  that  changes  due 
to  enactment  of  the  Renegotiation  Act  of  1973  have  caused  an  additional  delay 
in  the  publication  date  of  the  regulations.  Meanwhile,  the  legislatures  of  29 
States  and  officials  in  charge  of  the  District  of  Columbia  await  more  concrete 
definitions,  dates  and  criteria  from  HEW.  Everyone  is  waiting — State  govern- 
ments. State  employees  and  those  who  can  least  afford  the  delay,  the  recipients, 
themselves. 

One  unknown  that  troubles  our  center  is  the  lack  of  public  discussion  con- 
cerning methods  of  contacting  the  eligibles  not  presently  on  old  age  assistance. 
There  are  between  3  and  5  million  potentially  eligible  people  who  need  to  be 
apprised  of  this  program.  If  the  Social  Security  Administration  uses  routine 
publicity  channels,  it  is  possible  that  thousands  of  potential  recipients  (those 
who  were  precluded  from  seeking  old  age  assistance  because  of  lien  laws,  rela- 
tive responsibility  regulations,  and  so  on)  will  never  learn  that  they  are  eligible 


3  Alaska,  if 2 50  ;  Connecticut,  .S238  :  California,  $18.3:  Massachusetts.  .?189  :  Nebraska, 
.'i!lS2  :  Vermont,  li!192 ;  Rhode  Island,  $170;  New  York,  $159:  Michigan,  .$184;  Idaho, 
$182  :  South  Dakota,  $180 :  Nevada,  $162 ;  New  Hampshire,  $173 ;  New  Jersey,  $162  ; 
Minnesota,  $158  ;  and  Virginia,  $152. 
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for  a  subsistence  stipend.  Perhaps  those  of  you  who  publish  newsletters  can 
begin  to  notify  your  senior  citizens  of  the  benefits  that  they  may  gain  from 
this  new  program. 

As  you  are  well  aware,  other  Federal  programs  are  deeply  intertwined  with 
income  maintenance.  Medical  care  i.s  a  high  priority  need  of  the  elderly,  as  are 
housing,  better  nutrition,  transportation  and  social  services. 

Our  office  is  concerned  with  all  aspects  of  the  maintenance  of  self-sufficiency 
by  the  elderly.  One  aspect  that  has  been  touched  upon  in  the  new  social  services 
regulations  (which  you  have  postponed  to  an  effective  date  of  November  1, 
1973)  is  the  provision  of  legal  services  of  the  elderly  under  a  new  simplified 
definition  of  protective  services,  as  set  out  in  section  221.9(b)  (15).*  The  cur- 
rent regulations,  presently  effective,  provide  for  elaborate  safeguards  in  com- 
mitment proceedings,  including  the  use  of  social  service  workers  by  the  court. 

Our  long  term  goal  is  to  seek  the  independence  of  our  elderly — including  pro- 
longing the  time  before  institutionalization.  We  regard  the  elderly  as  being 
on  a  continuum  from  complete  self-sufficiency  to  increasing  need  for  supervision, 
possibly  in  the  form  of  guardianship  to  hospitalization  and,  finally,  to  actual 
commitment.  Each  step  on  that  continuum  represents  a  diminution  of  their 
rights  and  places  increasingly  burdensome  duties  upon  the  State. 

There  are  many  solutions  to  maintenance  of  independence  of  the  elderly  and 
you  might  wish  someday  to  turn  to  a  program  such  as  the  Samaritan  program 
in  Sweden  where  the  government  pays  workers  to  assist  the  elderly  so  that  they 
may  retain  their  own  household.  Or,  perhaps,  you  would  think  in  terms  of 
AFDP — aid  for  dependent  parents — a  program  which  would  provide  household 
help  on  an  intermittent  or  regular  basis  to  families  who  care  for  their  elderly 
parents  in  their  homes. 

To  conclude,  let  me  state  that  the  new  SSI  program  will  bring  a  vast  improve- 
ment to  at  least  half  the  aged  recipients,  and  the  amendments  to  the  Renegotia- 
tion Act  of  1973  will  benefit  the  other  half  of  the  current  recipients.  The  amend- 
ments have  covered  the  needs  of  the  essential  persons  living  with  aged  spouses, 
and  they  have  also  paved  the  way  for  new  and  improved  "new  social  services 
regulations."  I  have  not  discussed  the  Social  Security  changes,  but  I  would  like 
to  note  that  the  cost  of  living  increase  in  Social  Security  benefits  which  you 
moved  forward  in  time  to  a  date  which  more  closely  resembles  the  reality  of 
the  current  inflation  will  protect  the  elderly  in  the  area  of  most  need. 

President  Nixon  in  his  message  to  this  Congress  °  said,  "The  general  population 
over  65  is  a  very  special  group  which  faces  special  problems — it  deserves  very 
special  attention."  It  is  this  committee  which  ably  articulates  that  goal  for  20 
million  persons  over  65  years  of  age.  Step  by  step,  a  new  day  is  coming  for  the 
Nation's  greatest  repository  of  wisdom  and  experience — our  senior  citizens. 

Senator  Church.  I  think  our  objective  in  passing  the  supplemen- 
tary income  provision  and  making  that  a  part  of  the  responsibility  of 
the  Social  Security  system  was  to  try  and  put  an  end  to  poverty  for 
the  elderly. 

Now  we  have  fallen  short  of  that  because  we  haven't  established 
the  supplementary  income  level  high  enough  to  assure  elderly  people 
of  a  total  income,  that  is,  either  at  or  above  the  poverty  level  and  I 
think  we  should  correct  this. 

If  we  are  going  to  do  this  job,  we  should  do  it  right  and  we  should 
make  certain  that  the  supplementary  income  is  sufficient  to  at  least 
pull  these  people  up  out  of  poverty. 

Now  as  to  what  the  Federal  obligations  should  be  to  take  care  of 
the  States,  any  additional  payment  that  particular  States  may  make,  I 
am  uncertain.  I  think  this  is  another  question  that  needs  to  be  looked 
at  very  carefully.  It  is  an  intricate  question  and  in  your  suggestions, 
this  will  certainly  be  taken  into  consideration. 


*  To  Quote  the  law  accurately,  this  section  reads  as  follows  : 

"This  means  identifying  and  helping  to  correct  the  hazardous  conditions  or  situa- 
tions of  an  individual  who  Is  unable  to  protect  or  care  for  himself." 
6  March  23,  1972. 


316 

But  I  do  think  that  if  we  have  a  proper  supplemental  income  system 
administered  by  Social  Security,  we  can  finally  end  poverty  among  the 
elderly  people  and  that  in  itself  would  be  a  great  accomplishment. 

I]srN0VATT\T:  Step  Forward 

Mrs.  Marks.  We  considered  this  program  that  you  gentlemen  en- 
acted last  year  as  a  great  innovative  step  forward.  In  spite  of  the  1971 
White  House  Conference  on  Aging  admonition  that  it  would  cost 
$4,100  per  year  to  keep  a  couple  above  the  poverty  level,  we  all  agree 
that  the  SSI  benefit  level  is  low.  Mr.  Hacking  illuminated  the  issue  of 
the  rural  versus  the  urban  poor  and  their  needs  in  his  able  discussion, 
for  example. 

Your  solution  was  to  provide  optional  supplementation  by  the  States 
and  to  provide  it  in  such  a  fashion  that  the  Federal  Government  would 
enter  the  scene  and  hold  the  States  harmless  for  the  increased  number 
of  recipients  coming  on  their  rolls. 

Senator  Church.  The  problem  I  face  with  this  is  that  the  States 
are  really  I  should  think  going  to  realize  an  immense  saving  by  virtue 
of  the  Federal  intervention,  and  just  utilization  of  part  of  that  saving 
to  pay  supplementally  still  puts  them  way  out  ahead  I  would  think, 
and  why  under  these  circumstances  it  should  once  more  fall  to  the  Fed- 
eral Government  to  hold  each  State  harmless  is  a  little  difficult  for  me 
to  accept. 

Mrs.  Marks.  Well,  I  think.  Senator,  that  it  goes  back  to  the  old  prob- 
lem of  the  Federal  Government  having  to  do  what  the  States  will  not 
do.  Very  often  you  find  that  unless  there  is  a  Federal  program  and  a 
Federal  system,  the  matter  lies  with  the  State  legislatures  and  very 
often  lies  fallow  there.  We  have  come  over  the  past  20  years  to  then 
look  to  the  Federal  Government  for  solutions. 

Senator  Church.  Yes.  it  seems  to  me  the  standard  for  the  Federal 
Government's  participation  should  be  whatever  may  be  necessary  to 
raise  the  income  to  a  minimum  that  ends  the  poverty  situation  for  the 
elderly  people  concerned,  but  whether  it  should  be  the  Federal  respon- 
sibility then  to  pay  for  each  State's  supplemental  program  as  the  dif- 
fering cost-of-living  may  require  is  another  proposition. 

Mrs.  Marks.  One  of  the  things  we  found,  sir,  is  that  when  you  set 
up  this  system,  it  must  have  been  observed  by  you  that  there  are  hidden 
recipients.  Therefore,  you  provided  supplementation  by  the  States. 
There  are  people  who  have  never  come  forward  to  receive  old  age 
assistance,  either  because  they  are  too  proud  to  accept  the  stigma  of 
welfare  or  because  they  will  be  at  the  mercy  of  the  property  lien  laws 
for  relative  responsibilities  acts.  For  example,  the  State  of  Indiana 
phoned  us  and  told  us  that  they  think  there  are  close  to  100,000  new 
recipients  coming  into  the  SSI  program  there. 

Backs  SSI  Program 

Senator  Church.  That's  why  we  went  to  this  supplementary  income 
system  because,  at  least  my  own  championing  the  program,  all  that  I 
could  do  to  move  it  along  was  because  I  thought  it  was  an  indignity 
for  elderly  people  to  have  to  rely  on  welfare  and  I  saw  this  supple- 
mental program  as  a  means  for  taking  these  people  off  of  welfare 
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and  furnishing  them  with  an  adequate  minimum  income  through  the 
Social  Security  system  which  does  not  have  this  stigma  and  which 
should  at  least,  if  properly  administered,  reach  all  of  the  people  who 
presently  have  refused  to  resort  to  welfare  and  the  condition  of  life 
that  many  of  these  people  face  because  they  are  too  proud  to  take 
welfare. 

And  so,  it's  this  very  problem,  I  think,  one  of  the  major  reasons 
that  we  have  sought  to  eliminate,  if  Ave  can,  any  further  need  for  wel- 
fare for  the  elderly  and  bring  them  within  the  embrace  of  the  Social 
Security  system  that  is  adequate  to  meet  their  needs. 

Mrs.  Marks.  Well,  needless  to  say,  we  agree  entirely  that  if  a  solu- 
tion can  be  found  that  would  raise  the  stipend  under  SSI  above  the 
poverty  line  and  obliterate  all  other  schemes  which  cause  these  dif- 
ferentials and  so  much  confusion  across  the  country.  That  would  be  a 
prime  goal. 

Senator  Church.  That's  the  approach  I  would  take. 

Mrs.  Marks.  Yes,  sir,  of  course,  sir. 

Senator  Church.  Well,  thank  you  very  much  for  your  testimony.  I 
just  want  to  say  one  word  before  you  leave  about  the  work  you  do  in 
attempting  to  make  legal  sendees  available  to  the  people  of  low 
income. 

I  think  this  is  the  greatest  thing  that  has  happened  to  the  law 
profession  in  the  time  that  I  have  been  a  lawyer,  and  I  hope  we  can 
keep  the  program  going  and  improve  it  and  make  it  work. 

I  know  it's  been  experimental,  it's  been  controversial,  it's  been 
limited  in  its  scope,  but  all  of  you  that  are  associated  with  it,  I  com- 
mend very  highly.  The  great  defect  in  our  laws  and  in  our  courts  and 
in  our  system  of  justice  has  been  through  the  years  all  of  the  apparatus 
has  been  available  chiefly  for  those  who  can  pay  for  it  and  not  for 
those  who  couldn't. 

And  this  is  the  first  attempt  to  rectify  that  great  inequity,  and  I 
have  nothing  but  admiration  for  those  of  you,  mostly  young  people 
in  the  law,  who  are  attempting  to  correct  this  glaring  deficiency  and  I 
wish  you  well. 

Mrs.  Marks.  Thank  you,  sir,  we  appreciate  your  support. 

Senator  Church.  Well,  that  concludes  our  hearing  for  this 
morning. 

[Whereupon,  at  12 :20  p.m.,  the  hearing  adjourned.] 
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The  Social  Security  Act  of  1935  narked  the  entry  of  the  Federal  GovemnKnt 
into  the  provision  of  insurance  services,  services  which  had  previously  been 
in  the  doirain  of  the  private  sector.  This  legislation  grew  out  of  the 
reconmendations  of  RDOsevelt's  Conmittee  on  Econanic  Security  and  originally 
provided  for  transfer  payrrents  to  ccnpensate  participants  in  the  program  for 
loss  of  incoite  due  to  lanenployment,  old  age  retirement  or  the  death  of  the 
principle  family  wage  earner.  Over  time  however  modifications  have  been  made 
which  not  c«ily  changed  the  level  and  nature  of  the  benefits,  but  the  essential 
character  of  the  Social  Security  System  as  well. 

The  most  f\mdamental  revision  in  the  system  vihich  clearly  marked  a 
turning  point  in  the  programs  historical  developnient,  occured  with  the 
anendnents  of  1939.  Whereas  the  original  system  stressed  the  insurance  concept 
and  the  idea  of  individual  equity,  i.e.  that  a  person  \-jcjld  get  back  from  the 
system  at  least  as  much  as  he  contributed  to  it,  these  amendments  stressed 
larger  welfare  goals,  concentrating  on  coverage  and  "social  adequacy".  Certain 
dependants  and  survivors  of  workers  were  brought  into  the  system,  payments 
were  scheduled  to  begin  2  years  before  they  were  originally  planned  for  (before 
contributors  had  built  up  enough"  individual  equity")  and  perhaps  most 
iitportantly,  benefits  were  tied  to  average  earnings  over  a  minimum  covered 
period  thus  breaking  the  link  between  total  lifetine  contributions  and  benefit 
levels. 

Other  changes  over  the  years  have  been  liberalized  benefit  ancimts  with 
proportionatly  larger  increases  for  wage  earners  at  the  bottom  of  the  earnings 
scale,  changes  in  the  tax  rates,  changes  in  the  nature  of  the  benefits  (Medicare 
for  exanple) ,  and  increases  in  the  covered  population  to  the  point  where 
coverage  under  QASDHI  is  practically  universal.  Today,  it  is  generally 
accepted  that  the  Social  Security  program  has  actively  piorsued  (and  to  sane 
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extent  is  still  pursuing)  two  separate  and  perhaps  inconnpatible  goals: 
(1)  to  provide  a  minimum  level  of  incorte  svipport  for  the  aged  and  (2) 
to  provide  a  retirement  benefit  that  will  prevent  a  serious  decline  in 
incOTie  for  the  non  poor  aged.^  Let  us  just  look  at  how  v^ll  the  systan 
has  acconplished  its  first  goal 


The  Income  Position  of  the  Elderly 
The  elderly  derive  incone  from  a  number  of  sources  besides  Social 
Security:  earnings,  private  pensions,  public  pensions  and  assets.  The 
relative  iitportance  of  each  of  these  items  in  the  incore  of  an  elderly 
person  is  very  much  a  function  of  maritial  status  and  incone  level  and 
aggragation  only  serves  to  obscure  this  essential  fact.  For  this  reason 
three  tables  are  presented  below  which  were  taken  from  a  recent  H.E.W. 

survey  of  persons  awarded  new  retirement  benefits  in  1970. ^ 

Table  1 
Shares  of  Aggregate  Income 
Married  Men  and  Their  Wives,  1970 

Earnings 


8 
16 
21 
22 
25 
27 
27 
31 
33 
39 


Income 

Social 

Security 

500-1499 

82 

1500-2499 

69 

2500-3499 

57 

3500-4499 

48 

4500-5499 

40 

5500-6499 

34 

6500-7499 

29 

7500-8499 

25 

8500-9499 

23 

9500-12499 

17 

Private 

Public 

Asset 

Pensions 

Pensions 

Inocxte 

1 

1 

4 

2 

2 

6 

7 

3 

8 

12 

6 

"9 

14 

6 

10 

17 

6 

12 

18 

8 

13 

17 

10 

13 

18 

8 

14 

15 

7 

16 

Other 


3 

5 
4 
4 
4 
5 
4 
4 
4 
5 


1.  J.  Pechman,  H.  Aaron,  M.  Taussig,  Social  Security: 
Perspectives  for  Reform  P.  55  (2d  ed.  19fa«) . 

2.  Social  Security  Administration,  Office  of  Research  and 
Statistics,  Preliminary  Findings  from  the  Survey  of  New 
Beneficiaries,  Report  #10,  (June,  1973) • 
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Table  2 

Shares  of  Aggragate  Incone 
Non  Married  I>fen,   1970 

InoDine  Scjcial  Earnings      Private        PubUc  Asset        other 

^®^^^^^  Pensions       Pensions       Inccne       Incoie 

1 
3 
6 
8 
9 


500-1499 

77 

1500-2499 

62 

2500-3499 

46 

3500-4499 

37 

4500-5499 

29 

8 

0.005 

15 

3 

19 

10 

18 

19 

18 

26 

Table  3 

4 

10 

6 

12 

9 

n 

9 

-  8 

12 

6 

Shares  of  Aggragate  InconE 
Non  Married  Vfenen,  1970 

InoQue     social    Earnings   Private    Public    Asset    other 
Security  Pensions   Pensions   Incoms   IncorE 


500-1499 

77 

1500-2499 

62 

2500-3499 

45 

3500-4499 

35 

4500-5499 

29 

5500-6499 

23 

9 
16 
23 
25 
23 
24 


1 

4 

9 

14 

14 

12 


1 
3 
5 
7 
11 
14 


4 

8 

8 

13 

17 

23 


7 
8 
8 
6 
6 
5 


As  should  be  clear  from  the  tables,  the  lower  inccne  classes  depend 
quite  heavily  upon  Social  Security  for  a  large  airount  of  their  incones.  In 
fact,  the  lowest  incone  classes  derive  around  80  percent  of  their  total  in- 
cones  from  this  source  and  given  the  fact  that  average  benefits  have  increased 
by  35  percent  since  1970  (from  $118.30  to  $l62.35)  the  percentage  is  even 
higher  today. 

As  to  the  incore  level  of  the  elderly,  the  irost  recent  figures  given 
by  the  Bureau  of  the  Census3  indicate  that  3,738,000  elderly  persons  currently 

^Current  Population  Reports,  Cons;^r  Inccne,  Series  P-60  #88,  Bureau  of  Census. 
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have  incCTTES  belcw  the  poverty  level.  This  translates  into  18.6  percent  of 
the  total  population  65  and  above  and  ccmtrasts  strongly  vdth  the  incidence 
of  poverty  for  the  non-aged  peculation  (approximately  11.4  percent  of  this 
groiqj  live  in  poverty.) 

In  1970,  the  median  annual  rates  of  inccme  for  Social  Security  reci- 
pients were  as  follows: 

Married  Nten,  age  65  5,780 

Married  Men,  age  62  5,140 

Married  Women,  age  65  6,000 

Married  Wcmen,  age  62  5,330 

NGn-Married  Men,  age  65  2,850 

^k^n-Married  Men,  age  62  2,120 

Non-Married  Woman,  age  65  2,380 

^kDn-Married  Wcnen,  age  62  1,910 

In  1970,  poverty  thresholds  were  defined  to  be  $2,350  for  nHrried 
persons,  1,880  for  non-married  men  and  1,860  for  non-irarried  wonen.  If  we 
ccxivert  the  above  figures  into  the  percentage  of  recipients  whose  total  in- 
comes leave  them  belcw  the  poverty  level,  the  following  ctotains. 

Percent  of  groi5>  belav  the  Poverty  Level  : 

Married  Men,  age  65  8% 

Married  Men,  age  62  16% 

Married  Women,  age  65  13% 

Mcurried  Woren,  age  62  9% 

Unmarried  ^fen,  age  65  27% 

Unmarried  Men,  age  62  44% 

Unmarried  Women,  age  65  35% 

Unmarried  Wbmsn,  age  62  49% 

Since  benefits  have  increased  by  35  to  40  percent  since  the  date  of 
this  study,  the  incidence  of  poverty  is  not  as  high  today  as  these  figures 
indicate.  The  fact  renains  however  that  18  percent  of  the  elderly 
population  have  inccsnss  below  the  poverty  level.  The  1971  Advisory  Coimcil 
on  Social  Security  recairoended  that  "benefits  to  low-paid  regular  workers . . . 
be  high  enough  so  that  aged  benificiaries  will  not  be  below  the  poverty 
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level".   Peter  Henle  has  pointed  out  in  his  recent  study-"' .. .this 
objective  has  been  achieved  with  respect  to  a  retired  couple  if 
the  breadwinner  retires  at  age  65  with  a  wife  of  the  same  age. 
It  does  not  apply  however  to  a  single  person^  nor  to  a  couple  if 
the  breadwinner  retires  before  reaching  65  or  if  his  wife  is 
below  this  age.   Moreover,  the  OASDHI  benefits  for  a  retired 
couple  equal  about  71  percent  of  the  lower  level  Retired  Couples 
Budget."   For  large  niimbers  of  elderly  Americans,  the  provision 
of  an  adequate  income  floor  by  the  Social  Security  System  is 
something  less  than  a  reality. 

Replacement  Income 
The  second  goal  generally  ascribed  to  the  Social  Security 
System  is  the  provision  of  a  retirement  benefit  that  will  prevent 
a  serious  decline  in  income  for  the  non  poor  aged.   According  to 
the  Office  of  the  Actuary,  Social  Security  Administration,  benefits 
as  a  percent  of  earnings  in  the  year  prior  to  retirement  for  a 
man  65  years  old  were  as  follows : 

1972 

Low  earnings  ($37^^  pei"  year)  45 

Retail  Trade  .     42 

Services  34 

Manufacturing  34 

All  Private  Industry  32 

Construction  24 


4.  Sec.  of  H.E.W.,  Report  of  the  1971  Advisory  Council  on  Social 
Security,  H.  Doc.  No.  80,  92d  Cong.  1st  Sess.,  13  (I97I),  (here- 
inafter referred  to  as  1971  Advisory  Council  Report). 

5.  Peter  Henle,  Recend  Trends  in  Retirement  Benefits  Related  to 
Earnings,"  Monthly  Labor  Review j  (June  1972). 
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It  is  clear  that  for  single  men  at  least.  Social  Security- 
benefits  fall  short  of  preventing  the  serious  decline  in  income 
mentioned  above.   The  study  by  Henle  sheds  a  bit  more  light  on 
replacement  rates.   He  calculated  earnings  distributions  over 
time  for  a  number  of  industries  and  then  related  their  earnings 
to- benefits  for  individuals  in_ various  circumstances.   The 
results  of  his  study  are  quite  important. 

Social  Security  Benefits  As  A  Percent  Of  Earnings, 
January  1,  1972 

Low      Retail   ,      Manuf-   All  private 
Earnings  Trade  Services  acturing  Industry   Construction 
Single,  65,  Male    45       '       '        ' 
Single,  65,  Female  46 
Single  62,  Male     35 
Single,  62,  Female   36 
Married  Man,  65 

Wife  65         68 
Married  Kan  65 

Wife  62         62 
Married  Man  62 

Wife  62  51 

There  have  been  n\Hnerous  estimates  of  the  replacement  rate 
necessary  to  permit  an  individual  to  live  as  well  in  retirement  as 
he  did  prior  to  it.  For  an  elderly  couple  with  2  children,  the 
Bureau  of  Labor  Statistics  estimates  a  requirement  of  51  percent 
of  pre-retirement  income.   Dr.  Henle  on  the  other  hand,  has 
calculated  a  required  replacement  rate  between  70  and  78  percent 
depending  upon  the  income  level  at  the  time  of  retirement. 

Using  the  lower  figure  of  51  percent  a  glance  at  the  table 
confirms  the  fact  that  for  most  people  Social  Security  benefits 
do  not  iheet  this  standard.   If  a  person  is  65,  married,  with  a 
62  year  old  wife  and  have  had  a  low  earnings  history.  Social 
Security  benefits  v;lll  replace  68  percent  of  his  low  income- 
level.   On  the  other  hand  if  this  person  is  single,  age  62 
with  a  construction  work  history,  benefits  will  replace  only  I8 


42 
43 
32 
33 

35 

26 
27 

34 

i 
27 

32 
33 

26 

24 
24 
18 
19 

63 

,  51 

51 

48 

35 

57 

47 

47 

44 

32 

48 

39 

38 

36 

27 
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percent  of  previous  earnings. 

It  is  true  that  the  elderly  receive  income  from  sources  other 
than  Social  Security,  but  inclusion  of  these  sources  does  very 
little  to  change  the  conclusion.   A  person  who  is  married,  working 
until  age  65  and  has  a  private  pension  would  find  that  his. combined 
benefits  would  replace  at  least  60  and  perhaps  75  percent  of  his 
previous  earnings.   If  he  is  single  however,  and  applies  for  OASDHI 
benefits  at  age  62  and  has  no  private  pension  his  replacement  rate 
may  be  as  low  as  20-25  percent.        •  ^  ^ 

As  Henle  points  out':"   Public  and  Private  Retirement  systems 
in  the  United  States  have  matured  to  the  point  that  taken  together 
they  can  provide  a  married  couple  a  level  of  living  close  to  what 
they  had  before  retirement.   However  most  retirees  do  not  find 
themselves  in  a  position  to  take  advantage  of  this  possibility, 
either  because  they  are  not  covered  by  a  private  industry  pension 
plan  or  are  forced  to  apply  for  public  (Social  Security)  benefits 
before  they  are  65  thus  reducing  their  annuity  under  the  Old  Age, 
Survivors,  Disability  and  Health  Insurance  System," 

It  would  appear  then  with  respect  to  the  second  goal  of 
Social  Security,  that  of  preventing  a  serious  decline  in  income, 
the  system  has  a  long  way  to  go. 


6.  ID. ,  Henle  page  18 

7.  ID.,  Henle  page  12 
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The  Theory  Of  Economic  Policy- 
It  is  fair  to  say  that  Social  Security  has  not  fully  accom- 
plished either  of  its  two  goals.   For  the  elderly,  replacement 
rates  vary  between  20  and  75  percent  and  there  are  still  some 
4  million  elderly  living  below  the  poverty  level.   Perhaps  one 

of  the  reasons  for  the  systems  shortcomings  is  to  be  found  in 

o 
the  theory  of  economic  policy. ° 

A  widely  held  first  principle  of  economic  policy  holds  that 
given  n  specific  varlbles  to  each  of  which  we  wish  to  assign  a 
definite  target  value  (i.e.  the  income  floor  and  the  retirement 
income  replacement  rate)  we  will  usually  have  to  have  at  our 
disposal  at  least  n  policy  instruments  if  the  desired  result  is 
to  be  achieved.   Although  the  presence  of  n  Instruments  is 
neither  necessary  to  achieve  n  targets  (we  could  achieve  them 
by  accident)  nor  sufficient  (some  goals  may  be  out  of  reach) 
it  is  none  the  less  true  that  policy  should  be  structured  so 
as  to  achieve  equivalence  between  instruments  and  target  variables, 

Now  that  the  provision  of  an  adequate  Income  floor  will  be 
primarily  the  responsibility  of  the  S.S.I.  Program,  future 
developments  in  Social  Security  must  focus  strongly  on  replace- 
ment rates,  employment  for  those  who  need  it  and  more  generally 
for  a  more  satisfying  retirement.   The  following  tables  yield 
some  information  as  to  the  direction  future  policy  must  take. 


8.   Jan  Tinberger,  On  the  Theory  of  Economic  Policy,  Amsterdam: 
North  Holland  1952. 
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Percent  of^  Median          Labor  Force  Participation  Rates''--'- 

Population  65+  School  Years  65+     Males        Females 

1970         9.8  8.7            26.8          10.1 

1975^       10.3  8,9            23.9           9.7 

1980^       10.5  9.7            22.7           9.2 


1985^       10.6  10.9  21.8 

2000^        10.1  11. "9 


9.1 


By  the  year  2000,  there  will  be  roughly  29,000,000  persons  65 
and  over.   The  combination  of  higher  benefits  from  Social  Security 
and  enforced  early  retirement  will  result  in  a  reduction  in  the 
percentage  of  males  in  the  labor  force  to  21.8  per  cent.   Of  these 
elderly  people,  60  per  cent  will  be  women  and  roughly  9  per  cent 
of  them  will  be  in  the  labor  force. 

Given  long  term  trends  in  the  incidence  of  poverty  among  the 
aged  and  the  existence  of  S.S.I.,  it  is  likely  that  the  income 
adequacy  problem  will  be  solved.   The  problem  of  aging  will  not. 
It  is  a  matter  of  fact  that  no  Western,  industrialized  society 
has  yet  come  to  grips  with  the  problem  of  aging  or  more  generally 
what  to  do  with  members  of  society  who  are  no  longer  as  productive 
as  they  once  were.   In  the  long  run,  it  appears  as  though  the  age 
old  problem  of  economic  scarcity  will  be  solved.   By  the  year 
2000  there  will  be  nearly  30  million  people  65  years  of  age  and 
older  who  are  better  educated,  more  accustomed  to  higher  standards 


9.   Source:   U.S.  Census  Bureau,  Current  Population  Reports: 
Series  p-25,  #  48l,  483,  ^93.^ 

10.  Source:   U.S.  Census  Bureau,  Current  Population  Reports; 
Series  P-25  #  476,  477. 

11.  Source:   U.S.  Dept.  of  Labor,  Handbook  of  Labor  Statistics, 

1971  Page  29-30,  Estimates  from  Manpower  Report  of  the 

President  March  1972. 
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of  living  and  In  all  likelihood  with  strong  political  power. 
There  is  no  doubt  but  that  our  current  approaches  to  the 
problems  of  income  adequacy,  income  maintenance  and  aging  in 
general  vfill  have  to  undergo  major  modification  if  solutions 
to  these  problems  are  to  be  found. 

The  awareness  of  aging  population  trends,  demonstrated 
herein  should  be  sufficient  to  motivate  the  extensive  and 
comprehensive  analysis  and  planning  which  will  be  necessary  to 
accommodate  adequately  and  at  lowest  cost  the  income  seQurity 
needs  of  the  future  aged.   Not  only  must  we  anticipate  that  the 
aged  population  will  continue  to  increase  in  terms  of  sheer 
numbers  and  population  percentage,  but,  taking  into  account 
such  factors  as  improved  health  care,  ever  earlier  mandatory 
retirement  policies  and  practices,  and  estimates  of  diminishing 
labor  force  participation,  we  must  also  anticipate  that  they 
will  be  living  longer  and  spending  more  years  in  retirement. 
Moreover,  since  the  aged  of  tomorrow  will  be  better  educated, 
more  skilled  and  more  sophisticated  than  the  aged  of  today, 
they  appear  far  less  likely  to  accept  the  living  standard 
reduction  consequences  which  presently  attend  retirement  status, 
The  projected  dimensions  of  the  future  aged  population  and  the 
assumed  unwillingness  on  their  part  to  accept  in  retirement  a 
standard  of  living  below  that  experienced  prior  to  retirement 
define  the  challenge  which  confronts  us  here  today. 

Our  organizations  do  not  believe  that  the  income  needs  of 
the  future  aged  can  be  accommodated  within  the  limitations  of 
the  existing  mechanisms  currently  contributing  to  retirement 
income  security.   In  order  to  provide,  in  an  orderly  and 
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equitable  manner,  the  substantial,  intergenerational  transfer 
of  income  that  will  be  required  to  meet  future  needs,  the  un- 
funded, pay-as-you-go  public  pension  mechanisms  must  be  expanded, 
perfected,  and  if  necessary,  restructured.   Moreover,  they  must 
be  coordinated  with  each  other  in  order  to  minimize  the  inequity, 
duplication  and  waste  that  presently  exists.   In  order  to  assure 
a  substantial,  reliable,  and  hopefully  universal  private  component 
in  the  mix  of  future  retirement  income,  personal  savings  must  be 
encouraged,  private  pension  plans  must  be  comprehensively  and 
extensively  regulated  and  the  assets  necessary  to  discharge  fully 
the  obligations  accruing  under  such  plans  must  be  accumulated. 
Finally,  economic  necessity  will  probably  require  a  gradual 
reduction  in  employment  disincentives  and  a  gradual  introduction 
of  employment  incentives. 

On  behalf  of  our  organizations,  we  shall  address  ourselves 
to  some  of  the  more  important  mechanisms  which  will  be  relied 
upon  to  contribute  to  the  income  security  of  the  future  aged. 
As  the  "nearly  universal  base  on  which  protection  for  the  Nation's 

families  is  built  against  loss  of  income  due  to  retirement, 

12 
disability,  or  death  of  the  family  earner."    the  Old  Age, 

Survivors  and  Disability  Insurance  Program  must  occupy  our 

attention  first.   Although  OASDI  has  become  an  accepted  and 

permanent  institution  of  extraordinary  dimensions,  important 

question  yet  remain  as  to  the  adequacy  and  equity  of  both  its 

benefit  structure  and  its  financing  mechanism. 


12.   1971  Advisory  Coioncil  Report,  supra  note  k,    at  1. 
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We  shall  address  ourselves  to  the  Supplemental  Security 
Income  Program  which  we  hope  will  render  unnecessary  the 
continued  performance  by  OASDI  of  fvinctions  inappropriate  to 
an  earnings  replacement  program.   We  shall  look  at  the  present 
and  projected  performance  of  private  pension  plans  and  their 
potential  for  significant  contribution  to  future  retirement 
income  security.   The  future  economic  necessity  for  the 
employment  of  older  persons  and  some  of  the  disincentives  and 
incentives  to  such  employment  will  also  occupy  us."  Finally, 
we  shall  treat  another  element  which,  while  of  lesser 
importance  in  the  scheme  of  future  retirement  income  security, 
still  merit  our  attention  and  is  germane  to  the  scope  of  this 
hearing.   The  retirement  income  credit  of  section  37  of  Internal 
Revenue  Code. 
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Official  Federal  Low  Income  or  Poverty  Guidelines 

igrs-*- 


Family  Size 


Farm 


Non-  Farm 


1 
2 
3 

5 
6 

7 


1,77^.00 
2,296.00 
2,830.00 
3,643.00 
4,302.00 
4,851.00 
5,9^7.00 


2,109.00 
2,724.00 
3,339.00 
4,275.00 
5,044.00 
5,673.00 
6,983.00 


1.   Source:   Advance  Report  on  the  Characteristics  of  the  Low 
Income  Population,  1972,  Bureau  of  the  Census,  Series  P-60,  #88 
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Median  Income,  Persons  65  Years  of  Age 
and  Older,  1947-I972I 


Year 

Males 

Females 

1947 

956.00 

551.00 

19^8 

998.00 

589.00 

1949 

1,016.00 

.  516.00 

1950 

986.00 

-■531.00 

1951 

1,008.00 

536.00 

1952 

1,247,00 

654.00 

1953 

1,150.00 

659.00 

1954 

.  1,268.00 

694.00 

1955 

1,337.00 

700.00 

1956 

1,4.21.00 

738.00 

1957 

1,421.00 

741.00 

1958 

1,488.00 

776.00 

1959 

1,577.00 

797.00 

i960 

1,698.00 

821 . 00 

1961 

1,758.00 

854.00 

1962 

1,910.00 

920.00 

■  1963 

1,993.00 

920.00 

1964 

2,037.00 

952.00 

1965 

2,052.00 

-   980.00 

1966 

2,162.00 

1,085.00 

1967 

2,304.00 

1,123.00 

1968 

2,652.00 

1,311.00 

1969 

2,828.00 

1,397.00 

1970 

3,076.00 

1,522.00 

1971 

3,444.00 

1,706.00 

1972 

3,746.00 

1,899.00 

1. 

Source:   Bureau  of  Census, 

Series  P-60  Report'; 

3  #1  thru  85. 
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Labor  Force  Participation  Rates,   Persons  65 
Years  of  Age  and  Older,  19^7-19852 


Year 

1947 
19^8 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
i960 
1961 
1962 

1963 
1904 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1975E 

198OE 

I985E 


Male 

47.8 
•46.8 
46.6 
45.8 
44 
42 
41 
40 
39.6 
4o.o 

5 
6 
2 

1 


37 

35 

34 

33 

31.7 

30.3 

28.4 

28.0 

27.9 

27.0 

27. 

27. 

27. 

26. 

25. 

24. 

23.9 
22.7 
21.8 


,1 
.3 

,2 

,8 

.5 

.4 


Female 

8.1-' 

9.1 
9.6 
9.7 
8.9 
.  9.1 
'  10.0 

9-3' 
10.6 


10, 

10, 

10, 
10. 


10.8 

10.7 

9.9 

9.6 

10.1 

10.0 

9.6 

9.6 

9.6 

9.9 

9.7 

9.5 

9.3 

9.2 

9.1 
8.9 


1.  The  labor  force  participation  rate  is  the  percentage  of  persons  in 
the  full  time  or  part  time  labor  force,  whether  actually  employed  or  not, 

2.  The  source  for  all  data,  including  the  estimates  for  1975,  198O 
and  1985 J  is  The  Manpower  Report  of  the  President,  March  1973 
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Unemployment  Rates,  Persons  65, Years  of 
Age  and  Older,  1947-1972-'- 


Year  Male               Female 

1947  2.8  2.2 

19^8  3.^  2.3 

1949  5.1  3.8  , 

1950  4.8  3.^ 

1951  3.5  2.9 

1952  3-0  2.2 

1953  2.4  1.4 

1954  4.4  3.0 

1955  4.0  •  2.3 

1956  3.5    ■         ^  2.3  ■ 

1957  3.4  3.4 

1958  5.2   •  3.8 

1959  4.8  2.8 
i960  4.2  2.8 

1961  5.5  3.9' 

1962  4.6  4.1 

1963  4.5  3.2 

1964  4.0  3.4 

1965  3.5  '  2.8 

1966  3.1  2.8 

1967  2.8  '  2.7 

1968  2.9  2.7 

1969  2.2  2.3 

1970  3.3  3.1 

1971  3.4  3.6 

1972  3.6  3.5 


1.   The  source  for  these  rates  is  The  Manpov/er  Report  of  the  President, 
March,  1973. 
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OLD  AGE,  SURVIVORS  AND  DISABILITY  INSURANCE 

FUTURE  STANDARD  OF  ADEQUACY  FOR  THE  REPLACEMENT  OF  LOST  EARNINGS 
A.   OASDI  and  the  Earnings  Replacement  Function 

It  v;ould  appear  from  the  foregoing  that  the  use  of  OASDI 
to  perform  the  function  of  basic  Income  support  has  rendered 
'It  less  effective  than  It  might  otherwise  have  been  in  per- 
forming the  function  of  earnings  replacement.   In  their  com- 
prehensive, 1968  analysis,    Pechman,  Aaron  and  Taussig  cited 
the  use  of  OASDI  to  accomplish  divergent  goals  as  the"  basic 
dilemma  confronting  the  system.   / 

"...the  United  States  has  attempted  to  solve  two 
problems  with  one  instrument — how  to  prevent  desti- 
tution among  the  aged  and  poor  and  how  to  assure  to 
people,  having  adequate  Incomes  before  retirement, 
benefits  that  are  related  to  their  previous  standard 
of  living.   The  earnings  replacement  function  calls 
for  benefit  payments  without  an  Income  test.   Basic 
^  income  support .. .can  be  carried  out  most  efficiently 
if  payments  are  confined  to  households  v;ith  low  income. 

"Two  separate  systems  are  needed  to  accomplish 
the  tv;o  functions  at  the  lowest  cost.   The  earnings 
replacement  function  should  continue  to  be  performed 
by  the  social  security  system. .. .The  Income  support 
function  should  be  transferred  to  a  negative  income 
tax  system  or  to  a  comprehensively  reformed  system 
of  public  assistance."^ 

In  January  197^,  the  existing  federal-state,  public  as- 
sistance programs  of  Old  Age  Assistance,  Aid  to  the  Blind  and 
Aid  to  the  Permanently  and  Totally  Disabled  will  be  replaced 
by  a  single,  uniform  federal  program.  Supplemental  Security 
Income,  administered  by  the  Social  Security  Administration 
and  financed  out  of  general  revenues.   Since  we  shall  comment 


-'■  J.  Pechr.an,  H.  Aaron,  H.  Taussig,  Social  Security:  Perspectives 
for  Reform,  (2d  ed.  1972).  (Herewith  referred  to  as  Pechman,  . 
Aaron,  Taussig,  Social  Security:  Perspectives  for  Reform. ) 

2  Id.  at  p.  215. 
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extensively  on  SSI  at  a  later  point,  it  is  enough  for  our 
present  purposes  to  observe  that  the  new  federalized  program 
has  the  potential  to  assume  completely  the  function  of  income 
support  on  a  needs  basis  for  the  aged,  blind  and  disabled. 

Divested  of  the  income  support  function  and,  hopefully, 
of  the  "floor  of  protection"  philosophy,  OASDI  can  now  func- 
tion solely  as  a  mechanism  to  replace  an  adequate  degree  of 
earnings  lost  as  a  result  of  retirement,  disability  or""  death. 
Since  OASDI  will  continue  to  be  relied  upon  as  the  primary 
instrument  of  earnings  replacement,  the  optimum  degree  of 
earnings  to  be  replaced  through  OASDI  with  respect  to  the 
future  aged  population  should  be  determined  now  In  order 
that  the  modifications  in  the  benefit  structure  and  financing 
mechanism  necessitated  thereby  may  be  carried  out  in  time 
to  accommodate  these  future  needs  in  the  most  efficient  and 
least  costly  manner. 

B.   Selection  of  the  Standard  with  which  to  Measure  Adequacy 
of  Earnings  Replacement 

Our  organizations  believe  that  the  living  standard  of 
the  future  aged  family  unit  (spouses)  should  be  related  di- 
rectly to  a  standard  of  living  experienced  prior  to  retirement, 
We  expect  the  public  and  private  sources  of  retirement  income 
to  replace  a  certain  proportion  of  earnings  lost  as  a  result 
of  the  termination  of  employment. 
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The  preretirement  standard  of  living  should  be  used  to 
measure  the  adequacy  of  earnings  replacement  by  public  and 
private  sources  of  retirement  income.   However,  before  an 
adequate  pension/earnings  ratio  for  all  sources  of  retirement 
income  or  any  one  source  in  particular  can  be  determined,  the 
appropriate,  preretirement  standard  of  living  must  be  selected. 
Moreover,  the  standard  selected  should  not  in  any  case  result 
in  a  post-retirement  living  standard  appreciably  lower  than 
that  enjoyed  immediately  prior  to  retirement. 

A  family  unit's  living  standard  generally  fluctuates 
during  preretirement.   This  obviously  complicates  the  selec- 
tion process.   Since  the  standards  are  based  on  earnings, 
the  altei-native  standards  include  a  standard  base  on  earnings 
in  the  year(s)  immediately  prior  to  retirement,  a  standard 
based  on  the  highest  year(s)  earnings,  and  a  standard  based 
on  average  earnings  over  a  given  period  of  years. 

For  a  family  unit  whose  earnings  increase  throughout  the 
pre-retirement  period,  a  standard  based  on  the  earnings  in 
the  years  Immediately  prior  to  retirement  would  also  represent 
the  highest  standard  attained.   However,  in  the  case  of  a 
family  unit  whose  earnings  were  highest  in  years  remote  from 
retirement,  the  most  recent  pre-retirement  standard  experienced 
would  not  coincide  with  the  highest  standard  attained. 

To  avoid  problems  resulting  from  different  family  unit 
earnings  patterns,  a  standard  based  on  average  earnings  over 
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a  stated  period  of  years  could  be  selected.   To  preclude  any 
incentive  to  inflate  artificially  earnings  during  the  years 
used  for  purposes  of  the  standard,  a  small  number  of  years 
should  be  avoided.   On  the  other  hand,  the  larger  the'  number 
of  years,  the  more  likely  a  standard  based  on  average  ear- 
nings over  those  years  vjill  differ  from  the  standard  of 
living  enjoyed  in  the  years  just  prior  to  retirement.   More- 
over, the  use  of  average  lifetime  earnings  tends  to  produce 
a  standard  well  below  the  most  recent  and/or  highest  pre- 
retirement living  standard. 

In  selecting  the  appropriate  standard,  one  final  point 
merits  consideration.   Any  standard  based  on  earnings  in 
years  other  than  the  years  Immediately  prior  to  retirement 
will  be  distorted  unless  adjusted  for  subsequent  changes  in 
prices  and  economic  growth. 

Professor  James  H.  Schulz  of  Brandeis  University,  on 
whose  work  this  discussion  is  based,  suggests  that  the  ap- 
propriate standard  could  be  based  on  the  highest  earnings 
in  ten  of  the  fifteen  years  immediately  prior  to  retirement. 
His  suggestion  is  predicated  upon  the  simplicity  of  the 
standard  and  its  relative  Immunity  to  the  manipulation  and 
earnings  pattern  problems  which  might  otherv.'ise  be  encountered. 
Pechman,  Aaron,  and  Taussig  have  suggested  standards  based  on 
the  earnings  in  five  of  the  fifteen  or  twenty  years  Immediately 
preceding  retirement,  the  highest  earnings  in  any  five  years, 
and  the  highest  earnings  in  any  ten  years . -^ 


3  -'.. 


Cd.  at  pp  98,  219,  226. 
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V.'hlle  our  organizations  tend  to  agree  with  the  recommend- 
ation of  Professor  Schulz,  we  also  believe  that  a  standard 
based  on  average  lifetime  earnings  adjusted,  however,  to  ac- 
count for  cost-of-living  and  real  wage  increases,  has  con- 
siderable merit.   However,  the  administrative  burden-  and  at- 
tendant cost  consequences  of  such  a  standard  may  be  so  onerous 
as  to  make  a  standard  based  on  the  highest  earnings  in  ten 
of  the  fifteen  years  immediately  prior  to  retirement  clearly 
more  desirable. 

C.   Determination  of  the  Proportion  of  Earnings  to  be  Replaced 

Having  selected  the  appropriate  pre-retirement  living 
standard,  there  remains  to  be  determined  the  percentage  of 
earnings  to  be  replaced  by  the  public  and  private  mix  of 
retirement  income  mechanisms  in  order  to  maintain  the  living 
standard  selected.   While  a  single  earnings  replacement  rate 
would  seem  appropriate  in  most  cases,  it  would  obviously  be 
inappropriate  in  the  cases  of  lov;  or  high  income  family  units. 
Such  cases,  however,  could  be  subject  to  minimum  and  maximum 
benefit  levels. 

Taking  into  account  such  factors  as  the  preferential, 
federal  Income  tax  treatment  available  to  older  persons,  the 
cessation  of  any  further  need  to  save  for  retirement  and  the 
somewhat  reduced  personal  and  living  expenditures,  a  100/S 
replacement  of  earnings  would  not  seem  to  be  required  to  main- 
tain the  selected  pre-retirement  living  standard.   Using  the 
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equivalent  Income  scale  developed  by  the  U.S.  Bureau  of  Labor 
Statistics  for  families  of  different  size  and  age.  Professor 
Schulz  has  estimated  the  appropriate  earnings  replacement 
rate  to  be  from  60  to  65  per  cent.   This  includes  the  tax 
savings  as  estimated  at  4  to  6  per  cent,  the  allowance  for 
the  discontinuance  of  retirement  savings  estimated  at  19  to 
21  per  cent  and  that  for  the  personal  and  living  expenditure 
reduction  estimated  at  12  to  I')  per  cent.    _ 

D.   Determining  the  Appropriate  OASDI  Earnings  Replacement 
Rate 

While  our  organizations  concede  that  private  pension 
plans  will  assume  an  increasingly  significant  role  in-  the 
earnings  replacement  function  for  the  future  aged,  we  firmly 
believe  that  OASDI  will  continue  in  its  present  capacity  as 
the  primary  earnings  replacement  mechanism.   The  absence  of 
universal  participation  by  workers  in  private  pension  plans, 
the  disparity  in  benefit  levels  paid  by  such  plans  and  the 
absence  of  any  uniform  means  of  adjusting  private  pensions 
for  cost-of-living  Increases  underscore  the  need  for  con- 
tinued reliance  on  OASDI. 

At  the  present  time,  OASDI  benefits  are  related  to  pre- 
retirement earnings  up  to  a  specified  celling.   Changes  in 
the  benefit  formula,  the  creditable  earnings  celling  and  the 
period  of  average  earnings  upon  which  benefits  are  based 
effect  benefit  computation.   The  Office  of  Research  and 
Statistics  of  the  Social  Security  Administration  estimates 
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that,  in  the  case  of  a  single  male  v;ho  v.-as  a  full-time  Indus- 
trial worker  with  average  earnings  in  manufacturing  and  who 
retired  at  age  55  in  1968,  OASDI  replaced  29  per  cent  of  his 
earnings  in  the  year  before  retirement.   With  a  wife  who  was 
age  65  or  over  and  who  was -receiving  a  spouse  benefit,  the 
replacement  rate  v;as  ^h    percent.   If  the  measure  of  pre- 
retirement earnings  during  the  years  1950-1968  (excluding 
the  195O-I955  years  of  lowest  earnings)  rather  than  the 
earnings  in  the  year  prior  to  retirement  is  used,  hov/ever, 
the  replacement  rate  for  the  same  single  male  worker  is  38 
per  cent. 

In  attempting  to  determine  upon  a  optimum  earnings  re- 
placement rate  for  OASDI,  Professor  Schulz  projected  the 
ratio  at  retirement  of  old  age  benefits  to  pre-retirement 
earnings  (defined  as  the  average  earnings  of  the  five  years 
Immediately  preceding  retirement)  for  U.S.  couples  retiring 
during  the  period  I96O  through  I98O.   Only  in  earnings  groups 
below  $^1,000  v;as  a  majority  of  couples  found  to  receive  at 
least  50  percent  earnings  replacement.   In  the  group  v;lth 
average  earnings  betv;een  $8,000  and  $8,999,  only  6  per  cent 
of  the  couples  were  found  to  receive  at  least  50  per  cent 
replacement.   On  the  basis  of  his  findings  and  his  conclusions 
as  to  the  unreliability  of  other  earnings  replacement  mechanisms. 
Professor  Schulz  determined  that  the  optimum  OASDI  earnings 
replacement  rate  should  be  55  per  cent. 


343 


While  our  organizations  are  unwilling  to  commit  our- 
selves to  an  OASDI  earnings  replacement  rate  of  55  per  cent, 
we  do  not  find  this  figure  to  be  unreasonable.   If  a  selected 
pre-retirement  living  standard  is  to  be  maintained  in  retire- 
ment, an  OASDI  earnings  replacement  rate  of  50  per  cent  or 
more  may  indeed  be  necessary. 

II.   THE  FINANCING  OF  OASDI  ".  >-       * 

A.   Dimensions  and  Revenue  Potential  of  the  Payroll  Taxes 

The  taxes  imposed  by  the  Self-Employment  Contributions 
Act   and  the  Federal  Insurance  Contributions  Act-^  as  the 
means  of  financing  the  Old  Age,  Survivors,  Disability  and 
Health  Insurance  programs  qualify  as  the  leading  growth 
taxes  of  the  poast  World  War  11  era  and  are  now  the  second 
largest  source  of  federal  revenue.    Payroll  tax  revenues 
at  the  federal  level  have  increased  from  $5-9  billion  in 
1950  to  $55.9  billion  in  1971.7   Whereas  these  taxes  re- 
present 2.1  per  cent  of  GNP  In  1950,  they  represent  5-5  per 
cent  In  1971- 


^  I.R.C.  §  1401. 

5  I.R.C.  §§  3101,  3111. 

°  J.  Brittaln,  The  Payroll  Tax  for  Social  Security.  88  (1st  ed. 
1972)  (Hereinafter  referred  to  as  Brittaln,  The  Payroll  Tax 
for  Social  Security) . 

7  W.  Vroman,  "Social  Security:  What  Should  It  Be?"  May  28,  1973 
(paper  used  in  connection  with  a  presentation  at  the  National 
Conference  On  Social  Welfare  in  Atlantic  City,  N.J.  (Herein- 
after referred  to  as  Vroman,  "Social  Security".) 

o  Id. 
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Not  only  have  payroll  taxes  Increased  In  absolute  terms, 
but  in  relative  terms  as  well.   While  total  federal  tax 
receipts  increased  from  $49.8  billion  in  1950  to  $199.1 
billion  in  1971 >  the  proportion  generated  by  the  payroll 
taxes  over  the  same  period  increased  from  11.8  per  cent  to 
28.1  per  cent.° 

The  Federal  Insurance  Contributions  Act  imposes  taxes 
at  equal  rates  on  both  employer  and  employee  with  respect  to 
employee  wages.   This  year,  each  will  contribute, according 
to  Table  II-l,  5.85^  on  the  employee's  wages  up  to  $10,800. 
V/ages  in  excess  of  that  amount  are  not  subject  to  tax.   Next 
year,  the  employer  and  employee  will  contribute  5.85%  with 
respect  to  the  employee's  wages  up  to  $12,u00. 

As  reflected  in  Table  II-l,  a  self-employed  person  must 
contribute  8%   with  respect  to  $10,800  of  earnings  in- 1973  and 
S%   with  respect  to  $12,600  of  earnings  in  197^*.   Earnings  in 
excess  of  the  applicable  ceiling  are  not  subject  to  tax. 
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TABLE  II-l 

SOCIAL  SECURITY  TAX  RATES 
FOR 
EMPLOYERS,  EMPLOYEES  AND  THE  SELF-EMPLOYED 


Prior  To 

1972^  ^ 

OASDI 

HI 

TOTAL  % 

OASDI 

HI 

TOTAL  % 

Law 

Pub, 

,  L.  92-336: 

4.60 

.60 

5.20 

6.90 

.60 

7.50 

1973-5^ 

5.00 

.65 

5.65 

7.00 

.65 

7.65 

1976-9t 
1980-6-^ 

5.15 

.70 

5.85 

7.00 

.70 

7.70 

5.15 

.80 

5.95 

7.00 

.80 

7.80 

1987^ 

5.15 

.90 

6.05 

7.00 

.90 

7.90 

Law 

After 

1972-^  „ 
1973_7^ 

Pub, 

.  L.  92-336: 

4.60 

.60 

5.20 

6.90 

.60 

7.50 

1.60 

.90 

5.50 

6.90 

.90 

7.80 

1978-85 

4.50 

1.00 

5.50 

6.70 

1.00 

7.70 

1986-92 

4.50 

1.10 

5.60 

6.70 

'  1.10 

7.80 

1993-2010 

4.50  .- 

1.20 

5.70 

6.70 

1.20 

7.90 

2011- 

5.35 

1.20 

6.55 

7.00 

1.20 

8.20 

Law 

Prior  To 

1972^  „ 
^1973-7^ 

Pub. 

.  L.  92-603: 

4.60 

.60 

5.20 

6.90 

.60 

7.50 

- 

■4.85 

1.00 

5.85 

7.00 

1.00 

8.00 

1978-80 

4.80 

1.25 

6.05 

7.00 

1.25 

8.25 

1981-5 

4.80 

1.35 

6.15 

7.00 

1.35 

8.35 

1986-2010 

4.80 

1.45 

6.25 

7.00 

1.45 

8.45 

2011- 

5.85 

1.45 

7.30 

7.00 

1.45 

8.45 

Tax  rates  apply  to  earnings  up  to  $9,000. 

Tax  rates  apply  to  earnings  up  to  $10,800  in  1973  and  $12,600  in 
1974;  once  the  automatic  benefit  adjustment  mechanism  becomes 
operative  in  1975,  the  taxable  wage  base  will  increase  auto- 
matically to  offset  the  cost  of  automatic,  cost-of-living 
benefit  increases.   "  . 


21-567  (pt.  5)  o  -  73  --  5 
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Assessed  at  a  flat  rate  up  to  a  taxable  maximum  with  zero 
taxes  beyond  that  point,  the  OASDI  Contributions  are,  by  their 
very  nature,  regressive.   As  wages  or  earnings  above  the  tax- 
able maximum  increase,  the  tax  as  a  percentage  of  wages  or 
earnings  falls.   Moreover,  the  OASDI  payroll  taxes  are'  inequit- 
able in  their  treatment  of  family  units  with  equal  earnings 
as  well  as  in  the  relative  burden  which  they  impose  on  family 
units  with  different  Incomes. 

John  A.  Brittain  of  the  Brookings  Institute,  in  comparing 

the  payroll  tax  to  the  federal  income  tax,  which  he  states  is 

"often,  characterized  as  this  country's  'fairest  tax'"  makes 

the  following  points: 

"These  main  features  of' the  current  payroll 
tax  are  responsible  for  its  tendency  to  counteract 
the  progressivity  of  the  income  tax.   First,  while 
the  income  tax  exempted  in  1971  the  first  $650  of 
income  per  person  and  embraced  in  1970  a  liberalized 
minimum  standard  deduction  that  virtually  eliminates 
all  income  taxes  on  the  poor,  the  social  security 
payroll  tax  continues  to  tax  low  income  without 
exemption  and  at  the  highest  effective  (average) 
rates  of  all  taxes.   Second,  under  the  income  tax, 
the  higher  the  taxable  income  of  the  taxpayer,  the 
higher  his  -tax  rate;  in  direct  contrast,  in  1973, 
the  old-age,  survivors,  disability  and  health  insur- 
ance (OASDI)  tax  rate  is  expected  to  drop  to  zero 
for  Incomes  above  $10,800,  and  unemployment  insurance 
(UI)  tax  rates  will  fall  to  zero  after  $i),200  in  most 
states .... 

"Finally,  the  payroll  tax  applies  only  to  wages, 
salaries,  and  self-employed  income — exempting  property 
income,  which  looms  largest  in  the  high-income  brackets 
most  heavily  assessed  under  the  income  tax.... 


347 


"Clearly ,.. .the  payroll  tax  is  highest  in 
poverty-income  ranges  where  the  income  tax  rate 
is  zero  and  then  approaches  zero  for  high  incomes 
as  the  income  tax  rate  approaches  its  maximum.  "■'■'-' 

In  view  of  the  regressive  impact  of  the  payroll  taxes 
on  lower  income  groups,  our  organizations  would  support  ini- 
tially, limited  reform  within  the  existing  tax  structure .pro- 
vided, however,  that  the  contributory  principle  is  not  broken. 
Indeed,  the  Legislative  Council  of  our  Associations  has  in 
this  respect,  adopted  the  following  position: 

We  urge  the  enactment  of  legislation  to  lessen 
the  existing  regressivity  of  the  taxes  imposed  by 
the  Self-Employment  Contributions  Act  and  the  Federal 
Insurance  Contributions  Act. 

If  the  0A3DI  is  to  be  used  as  the  primary  earnings  "re- 
placement mechanism  In  the  manner  discussed  in  Subpart  I 
hereof,  in  order  to  permit  the  future  aged  to  maintain  in 
retirement  an  experienced  pre-retirement  standard,  more 
fundamental  reform  of  the  tax  structure  would  be  required. 
Without  increasing  the  tax  rates  and  taxable  wage  base  to 
prohibitive  levels,  we  doubt  that  the  present  structure  could, 
by  itself,  generate  enough  revenue  to  finance  an  adequate 
earnings  replacement  ratio.   In  view  of  the  widely  accepted 
conclusions  as  to  the  incidence  of  the  employer  and  employee 
taxes  imposed  by  the  Federal  Insurance  Contributions  Act,  the 
limited  reform  that  we  support  as  an  immediate  objective  and 
the  more  fundamental  reform  that  we  recognize  as  a  more  dis- 
tant necessity  to  compliment  desirable  improvement  in  OASDI 
benefit  levels  become  all  the  more  imperative. 


Brittain,  The  Payroll  Tax  for  Social  SecurlJ:.y,  supra  note  6, 
at  pp  88^89"^ 
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B.   The  Incidence  of  the  Employer-Employee  Taxes  Imposed 
by  the  Federal  Insurance  Contributors  Act 

The  attempt  to  determine  the  incidence  of  a  particular 
tax  is  simply  an  attempt  to  determine  who  ultimately  bears 
the  burden  of  that  tax.   The  ultimate  burden  may  rest  on 
groups  or  persons  other  than  those  who  nominally  pay  the  tax 
in  question.   Whenever  an  individual  can  avoid  a  tax  which 
he  nominally  pays,  the  tax  is  said  to  be  shifted;  the  inci- 
dence or  burden  devolves  on  someone  else. 

There  appears  to  be  general  agreement  among  economists 
that  the  incidence  of  the  employee  portion  of  the  payroll  tax 
devolves  upon  the  employees  themselves.   There  also  appears 
to  be  substantial  agreement  that  employers  largely  or  com- 
pletely avoid  the  portion  of  the  payroll  tax  that  they  pay. 
While  employers  nominally  pay  the  tax,  the  burden  of  the 
tax  is  thought  to  be  shifted  by  some  combination  of  wage 
restraints  (backv;ard  shifting)  and  piece  mark-ups  (forward 
shifting) . 

It  is  John  Brittain's  conclusion,  after  exhaustive  and 

systematic  analysis,  that  both  the  employee  and  employer 

portions  of  the  payroll  tax  are  borne  by  labor. 

"...the  total  real  compensation  that  can  be 
extracted  for  a  given  amount  of  labor  is  fixed.... 
If  this  premise  is  accepted,  and  in  addition,  the 
aggregated  labor  supply  curve  is  completely  inelas- 
tic, both  payroll  taxes  are  clearly  borne  by  labor, 
and  there  is  no  effect  on  the  cost  of  labor  or  ag- 
gregate employment. 
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"While  it  may  be  difficult  for  employers  to  cut 
the  basic  money  wage,  they  have  more  leeway  in  a 
dynamic  economy  when  productivity  is  rising.   They 
can  grant  regular  wage  increases  while  restraining 
the  pace  of  the  advance  to  a  level  below  that  which 
would  be  justified  by  using  productivity  in  the  ab- 
sence of  the  tax.   The  balance  of  the  shifting  can 
be  accomplished  by  cuts  in  real  wages  through  pro- 
duct price  increases . ''H 

Brlttaln's  arguments  are  persuasive;  his  findings  onerous. 
If  Indeed  labor  bears  the  burden  of  both  employer  and  employee 
portions  of  the  OASDHI  payroll  tax,  the  tax  rate  on  wages  and 
salaries  at  the  present  time  is  11.755  up  to  the  taxable  maxi- 
mum of  $10,800.   It  follows  from  the  conclusion  that  labor 
bears  the  tax,  that  its  burden  on  low-income  groups  is  greater 
than  generally  realized  and  indicates  a  lower  rate  of  return 

on  contributions  to  participants  in  social  security  then  would 

12  ' 

otherv/ise  be  the  case. 

Even  if  the  employer  portion  of  the  payroll  tax  is  shifted 
forward,  in  whole  or  in  part,  it  lowers  the  real  income  of 
all  families  but  especially  for  ,,pose  with  lowest  incomes 
where  consumption  expenditures  are  higher  relative  to  income 
level.   Whether  the  employer  portion  of  tax  is  shifted  back- 
v;ard,  forward  or  in  some  combination  of  both,  the  effect  of 
this  large  and  growing  tax  is  to  increase  the  regressive  ele- 
ment in  the  U.S.  tax  structure  and  the  burden  on  the  low- 
income  family  unit. 


■'■-'■  Id,  at  pp  38,  46. 
12  Id.  at  p.  81. 
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C.   The  Payroll  Taxes  In  the  Context  of  Benefits 

Those  who  have  been  most  resistant  to  change  In  the  OASDHI 
financing  structure  have  argued  tenaciously  that  the  payroll 
tax  should  not  be  analyzed  or  criticized  separately  and  inde- 
pendently.  They  argue  that  analysis  should  proceed  in  the  con- 
text of  the  benefits  to  be  derived  by  workers  in  the  future. 
Our  organizations  are  of  the  opinion  that  the  payroll  tax 
should  be  considered  both  on  its  own  merits  and  in  the  con- 
text of  the  benefits  to  be  derived  from  the  system  in  the 
future.   Since  the  payroll  tax  affects  only  the  current  ac- 
tive working  population  who  are  separate  and  distinct  from 
current  benefit  recipients,  it  is  appropriate  to  consider  the 
incidence  of  the  tax  apart  from  thu  incidence  of  the  benefits. 
However,  since  it  is  also  essential  to  evaluate  the  OASDI 
program  in  comparison  with  other  means  of  providing  retire- 
ment Income  —  through  individual  savings  for  example  —  it 
is  also  necessary  to  deal  *-'th  the  lifetime  rates  of  returns 
which  can  be  expected  by  those  who  are  currently  contributing 
payroll  taxes. 

Unfortunately,  definite  evaluation  of  the  lifetime  rate 
of  return  is  rendered  difficult  at  best  because  of  the  amiguity 
with  respect  to  the  ultimate  incidence  of  the  employer  portion 
of  the  payroll  tax.   The  Social  Security  Administration  has 
rejected  the  conclusion  that  the  employee  bears  the  employer 
portion  of  the  tax  assessed  with  respect  to  his  wages.   However, 
the  Social  Security  Administration  has  not  apparently  rejected 
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the  conclusion  that  labor  as  a  whole  bears  the  burden  of  the 

employer's  portion  of  the  tax.   John  Brittain  has  summarized 

and  analyzed  the  S.S.A.  criticism.   Since  the  conclusion  that 

labor  bears  the  burden  of  both  employer  and  employee  portions 

of  the  payroll  tax. is  critical  to  a  discussion  of  lifetime 

rate  return,  v;e  shall  quote  the  relevant  portions  of  Brittain 's 

book.  The  Payroll  Tax  for  Social  Security. 

"....the  criticism  by  the  SSA  of  the  imputation 
of  the  employer  tax  to  each  employee,  as  stated  In 
1967  by  the  chief  actuary,  does  not  imply  a  rejection 
of  the  argument .. .that  labor  as  a  whole  bears  the  tax. 
Its  criticism  was  on  a  different  basis: 

•  "'Even  though  it  is  true  that  the  employer  con- 
tribution in  the  final  analysis  is  borne  in  consider- 
able part  by  the  employees  either  because  they  receive 
lower  wages  than  they  otherwise  would  or  because  as 
consumers,  they  pay  higher  prices  than  they  olhfi-vil-^c 
would,  it  does  not  follow  that  the  incidence  of  the 
employer  tax  falls  on  wage  earners  in  exact  propor- 
tion to  the  earnings  on  which  the  tax  is  paid.... The 
employer  tax,  therefore,  may.  be  looked  on  as  being 
for  the  use  of  the  system  as  a  whole,  and  not  as  a 
matching  contribution  that  is  to  be  credited  to  each 
particular  employee  on  the  basis  of  the  amount  he  paid.' 

"On  this  ground,  the  employer's  tax  was  disre- 
garded by  the  chief  actuary  in  his  196?  memorandum 
suggesting  that  most  earners  are  scheduled  to  get 
'more  than  their  money's  worth.'   However,  even  if  it 
is  agreed  that  precise  imputation  of  the  burden  of 
the  employer  tax  to  individuals  is  not  possible,  omis- 
sion of  this  part  of  the  tax  is  bound  to  produce  se- 
riously misleading  results.   Even  if  the  proceeds  are 
'for  the  use  of  the  system  as  a  whole,'  it  does  not 
follow  that  the  tax  is  a  burden  to  no  one.   In  other 
words,  the  concern  here  is  with  the  cost  of  tax  to 
the  individual  v;orker  and  not  viith  the  cost  to  the 
system  of  tlie  ultimate  benefits  paid  to  that  worker. 
It  is  difficult  to  understand  an  analysis  which  agrees 
that  the  employer  tax  'is  borne  in  considerable  part 
by  employees'  and  y2t  ignores  it  in  evaluating  the 
tax  paid  by  individuals.   If  it  is  paid  by  employees 
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as  a  group.  It  must  also  be  paid  by  them  as  indivi- 
duals^ and  it  is  apparent  that  refusal  tc  make  any 
kind  of  Imputation  would  build  a  large  bias  into 
the  analysis  —  understating  the  tax  on  employees  by 
50  percent,  on  the  average. 

"Another  implication  of  the  exclusion  of  the  em- 
ployer tax  should  be  noted.   The  Myers  memorandum, 
mentioned  above  discusses  the  tax  on  various  earnings 
levels.   Not  imputing  the  employer  tax  to  a  group  of 
earners,  such  as  the  substantial  group  paying  the 
maximum  employee  tax,  implies  that  lower-income  ear- 
ners bear  more  than  their  proportional _ share,  if  it 
is  agreed  that  the  tax  Is  borne  by  employees  as  a 
whole.   If  so,  the  lower-Income  employees-as  a  whole 
would  pay  even  more  than  double  the  employee  tax, 
and  their  'deal'  would  not  be  nearly  as  good  as  sug- 
gested in  the  memorandum.   Since  there  is  no  reason 
to  expect  that  this  anomaly  exists  and  since  the 
employer  tax  cannot  be  realistically  Ignored,  the  best 
approach  seems  to  be  to  Impute  to  each  employee  an 
employer  tax  equal  in  amount  to  the  employee  tax  — 
that  is,  the  amount  of  the  employer  tax  actually  paid 
in  the  name  of  the  employee. "13 

With  many  of  the  conclusions  which  Brittain  derives  from 

his  analysis  of  lifetime  rates  of  return,  our  organizations 

must  agree.   Some  beneficiaries  of  OASDI  have  an  advantage 

relative  to  others  with  respect  to  lifetime  rates  of  return. 

The  relatively  high  rate  of  return  to  lov;er  income  groups 

under  OASDI  appears  consistent  with  federal  income  tax  policy 

which  imposes  a  low  tax  burden  upon  them.^^   The  relatively 

high  rate  of  return  to  couples  where  only  one  spouse  worked 

in  covered  employment  may  well  be  accomplishing  some  Income 

redistribution  to  the  needy;  however,  it  may  be  that,  as 

Brittain  points  out,  non-working  wives  tend  to  be  concentrated 

among  high  income  groups.  -^  :; 


13 
1^ 


Brittain,  The  Payroll  Tax  for.  Social  Security,  supra  note  6, 

at  pp  156-158. 
Id.  at  p.  17'l. 
15  Id. 
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Those  who  began  work  in  covered  employment  at  a  later 
age  tend  to  fare  better  with  respect  to  lifetime  rates  of 
return  than  those  who  began  work  earlier.   Since  these  "late 
starters"  may  often  be  college  graduates  or  higher  decree 
.  recipients  who  tend  to  earn  relatively  high  incomes  while 
being  subject  to  tax  for  fewer  years,  OASDI  is  a  relative 
bargain.  "   Brittaln's  proposal  to  ameliorate  this  discrimi- 
nation in  favor  of  late  starters  by  increasing  the  t-ax  rate 
and/or  ceiling  sufficiently  to  allow  exemption  of  earners 
under  age  tv;enty-five  from  the  OASDI  taxes  merits  attention.-'-' 

If  the  employee  does,  in  fact,  bear  the  burden  of  the 
employer  contribution  with  respect  to  the  employee's  wages, 
the  self-employed  must  be  identified  as  another  group  that 
fares  relatively  well  in  terms  of  lifetime  rates  of  return. 
The  rate  of  tax  paid  with  respect  to  earnings  from  self- 
employment  in  1973  is  only  8  per  cent;  the  combined  employer- 
employee  rate  on  wages  and  salaries  is  11.7  per  cent. 

While  our  organizations  would  readily  assent  to  the  pro- 
position that  the  lower  income  v;age  earners  have  received, 
and  may  expect  to  receive,  in  benefits  more  than  they  con- 
tribute in  taxes,  other  groups  are  doing,  and  may  expect  to  do 
relatively  well  also  --  and  with  less  justification.   More- 
over, with  respect  to  the  lower-income  wage  earners,  the  pro- 
gressivity  of  the  benefit  structure  may  not  be  adequate  to 
compensate  for  the  substantial  diminution  of  their  earnings 

1? 

Id.  at  p.  167. 
17  Id.  at  p.  175. 
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during  their  working  years.   We  must  agree  with  Brittaln 
that  the  "heavy  and  regressive  burden  of  the  present  payroll 
tax  structure  on  the  working  poor  deserves  recognition."-'-" 
We  believe  that  limited  reform  within  the  existing  tax  struc- 
ture should  be  undertaken"  now  and  more  fundamental  reform 
contemplated  for  the  future.   Even  though  lower-income  family 
units  should  continue  to  be  required  to  contribute  to  OASDI , 
even  if  that  contribution  is  in  the  form  of.  a  mini-mum  amount, 
v;e  do  not  believe  that  they  should  continue  to  be  subject  to 
a  substantial  payroll  tax  burden,  despite  the  probability 
that  their  anticipated  lifetime  rate  of  return  will  be  rela- 
tively more  favorable  in  comparison  to  that  of  higher  income 
groups.   These  latter  groups  have  far  more  ability  to  pay. 

D.   Limited  Reform  of  the  Payroll  Tax  Structure 

Within  the  limits  of  the  present  legislative  policy  posi- 
tion of  our  organizations  in  favor  of  a  lessening  of  the  re- 
gressivity  of  the  OASDHI  payroll  tax,  we  could  support  the 
introduction  into  the  tax  structure  of  a  system  of  exemptions 
or  allowances  designed  to  reduce  substantially  the  payroll 
tax  burden  on  lower-income  groups.   Such  relief  should  be 
subject,  however,  to  some  minimum  percentage  contribution 
designed  to  preserve  the  contributory  principle.   V/e  believe 
that  the  cost  of  such  internal  reform  would  be  modest  and 
could  be  offset  by  increases  in  the  tax  rates  and/or  the. 

Id.  at  p.  179 
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taxable  earnings  base.   Minimally,  such  reform  would  lessen 
the  regressivlty  of  the  payroll  tax. 

We  would  hope  that  any  exemption  formula  legislated 
would  tend  to  concentrate  the  benefits  of  exemptions  among 
■  lower-income  family  units  through  a  gradual  phasing  out  of 
exemption  benefits  as  family  incomes  rise.  "   The  amount  of 
exemption  benefits  should  be  determined  on  the  basis  of  family 
income  rather  than  on  earnings  in  order  to  prevent  the  un- 
intended receipt  of  exemption  benefits  by  family  units  with 
substantial  income  from  sources  other  than  earnings.   Employer 
contributions  would  continue  to  be  made  with  respect  to  the 
wages  or  salaries  of  exemption  recipients,  and,  such  fexemp- 
tions  would  be  ignored  for  purposes  of  determining  later 
OASDHI  benefits. 

E.   Fundamental  Reform  of  OASPr  Financing 

If  OASDI  is  to  be  relied  on  in  the  future  to  provide  an 
earnings  replacement  ratio  adequate  to  render  probable  the 
maintenance  in. retirement  of  a  selected  pre-retirement  standard 
of  living,  fundamental  reform  through  the  supplemental  use  of 
general  revenues,  generated  through  the  mechanism  of  the  federal 
income  tax,  will  be  necessary.   Although  the  use  of  past  earn- 
ings records  to  establish  the  right  of  an  individual  or  a 
family  unit  to  OASDI  benefits  is  generally  accepted,  the  de- 
sirability of  using  only  the  OASDHI  payroll  for  financing 


19 


See  exemption  formula  700A-1  proposed  by  Brittaln  and  his  pro- 
jections with  respect  to  it.  The  Payroll  Tax  for  Social- 
Security  ,  supra  note  6,  at  pp  115-150. 
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purposes  should  depend  on  its  merits. relative  to  other  flnan- 
cing  mechanisms  or  combination  thereof.     Such  desirability 

should  not  depend  on  any  purported  need  to  maintain  an  ex- 

p  1 

elusive  relationship  between  earnings  and  benefits.   _ 

The  use  of  general  revenues  for  OASDHI  purposes  is  not 
without  precedent.   A  government  contribution  was  incorporated 
in  the  Social  Security  Act  under  the  Revenue  Act  of  19^^322  but 
was  later  eliminated  by  the  1950  amendments . ^3   However,  general 
revenue  financing  for  social  security  purposes  was  accepted  on 
a  small  scale  as  a  source  of  funds  to  match  the  medical  insu- 
rance premium  and  to  provide  special  benefits  for  persons  age 
72  and  over  who  lacked  insured  status. 

A  number  of  limited  proposals  for  the  use  of  general  reve- 
nues to  supplement  the  OASDHI  payroll  tax  have  been  suggested. 
As  OASDI  coverage  has  expanded,  benefits  have  been  paid  to 
those  who  contributed  little  or  nothing  to  the  system.   In 
response,  the  use  of  general  revenues  to  pay  benefits  to  "late 
arrivals,"  as  for  example  those  who  were  self-employed,  has 

oil 

been  proposed.     The  use  of  general  revenues  to  finance  the 
Hospital  Insurance  program  has  also  received  recent  attention. 
John  Brittain  has  suggested,  as  an  alternative  to  any  increase 
in  the  payroll  tax  rate  and/or  taxable  earnings  base,  that  a 


20  J.  Pechman,  H.  Aaron,  M.  Taussig,  Social  Security:  Perspectives 

for  Reform,  supra  note  1,  at  p.  173- 

21  Id. 

22  p.L.  235,  Title  IX,  §  902  (IQtt). 

23  p.L.  73'*,  Title  I,  §  109(a)  (1950). 

2^  Brittain,  The  Payroll  Tax  for. Social  Security,  supra  note  6, 
at  p.  132. 
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system  of  payroll  tax  exemptions  to  provide  relief  to  low- 
income  workers  could  be  financed  from  general  revenues  at 

25 
minimal  cost. 

Wayne  Vroman,  an  economist  with  the  Office  of  Economic 

Opportunity,  has  suggested  the  use  of  general  revenues  to 

finance  the  already  anticipated  revenue  needs  of  OASDHI  as 

an  alternative  to  the  payroll  tax  rate  increases  scheduled 

for  1978. 

"...now  is  the  time  to  plan  for  using  income 
taxes  in  1978  and  in  later  years  to  finance  scheduled 
future  expansions  in  OASDHI  revenue  needs. "26 

Ot;her  more  radical  proposals  for  increased  reliance  on 
general  revenues  generated  through  the  federal  Income'tax, 
usually  combined  v;ith  a  reduction  or  elimination  of  the  pay- 
roll tax,  have  been  made  periodically.   For  example,  it  has 
been  proposed  that  payroll  tax  contributions  should  consti- 
tute a  credit  against  federal  Income  tax  liability  with  any 
contributory  amount  in  excess  of  such  liabllJty  treated  as 
an  overpayment  of  income  tax.   Any  such  overpayment  would  be 
refunded  to  the  taxpayer. ^7   Obviously,  to  the  extent  general 
revenues  are  introduced  into  the  financing  of  OASDHI  benefits, 
the  regressivlty  of  the  payroll  taxes  will  be  reduced  or  eli- 
minated.  However,  John  Brittain,  in  analyzing  a  complete 
shift  from  the  payroll  to  the  income  tax  for  financing  pur- 
poses, estimated  that  a  complete  substitution  would  require 


25 


Id.  at  p.  Iif2, 


2^  W.  Vroman,  "Social  Security:  What  Should  It  Be?"  supra  note  7. 
27  J.  Pechman.,  H.  Aaron,  M.  Taussig,  Social  Security:  Perspectives 
For  Reform,  supra  note  1,  at  pp  221-22. 
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an  Increase  in  the  income  tax  yield  of  approximately  45  per 
cent.20  This  would  translate  into  an  income  tax  rate  increase 
of  45  per  cent.   Admitting  that  a  rate  increase  of  such  mag- 
nitude is  simply  not  feasible,  he  suggests  instead  a  45  per 
cent  increase  in  income  tax  revenue  accomplished  through  a 
combination  of  rate  increases  and  a  broadening  of  the  income 
tax  base.  ° 

In  the  view  of  our  Associations ,,  the  distribution  "of  the 
burden  of  taxes  under  the  federal ■income  tax  is  far  from  equit- 
able in  reality,  although  progressive  in  theory.   We,  therefore, 
consider  it  to  be,  at  the  present  time,  an  unsuitable  vehicle 
on  which  to  cast  the  full  burden  of  OASDHI  benefit  financing 
in  the  imiaediate  future.   We  hope  that  forthcoming  income  tax 
reform  legislation  will  accomplish  a  more  equitable  and  more 
progressive  distribution  of  the  income  tax  burden.   Such  a 
redistribution  would  be  an  absolute  prerequisite  to  the  use 
of  the  federal  income  tax  as  the  primary  financing  mechanism 
for  OASDHI.  . 


p  Q 

Brlttain,  The  Payroll  Tax  for  Social  Security,  supra  note  6, 
at  p.  143. 
29  Id. 
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III.   ADEQUACY  AND  EQUITY  OF  THE  OASI  BENEFIT  STRUCTURE 
A.   Introduction 

V/hile  the  Congress  has  undertaken  steps  to  provide  the 
recipient  of  OASI  payments  with  a  more  adequate  level- of  re- 
tirement income,  discrimlna-tory  factors,  which  prevent  a 
more  equitable  distribution  among  specific  beneficiary  types, 
continue  to  exist  under  the  program.   Legislation  has  been 
proposed  and  enacted  to  assure  that  the  increases  in^payments 
are  shared  by  all  participants  and  beneficiaries . 30   However, 
our  Associations  believe  that  further  reform  to  eliminate 
remaining  inequities  must  be  proposed  and  examined.   If  OASI 
is  to  provide  an  adequate  lev^l  of  retirement  Income,  then 
proposals  to  remove  these  discriminatory  factors  under  the 
program  must  now  be  given  increasing  attention. 

Inequities  under  the  OASI  Program  stem  from  the  focus  of 
the  Social  Security  Act.   The  generally  accepted  presumption 
of  the  law  is  that  the  man  is  the  breadwinner  who  is  respons- 
ible for  the  support  of  his  wife  and  children. 31   Slnc6  its 
inception,  OASI  has  expanded  its  scope,  as  the  traditional 
role  of  the  woman  as  the  homemaker  has  changed  to  include 


30  Under  the  Social  Security  Amendments  of  1972  (P.L.  92-603), 

there  were  vast  improvements  in  the  OASDI  Program,  including 
provisions  for  a  special  minimum  cash  benefit,  lowering  the 
computation  point  for  men,  and  increasing  widow  and  widower 
benefits. 

31  Bixby,  "Women  and  Social  Security  in  the  United  States,"  Social 
■  Security  Bulletin,  H    (Spetember,  1972)  (Hereinafter  referred' 

to  as  Bixby,  "Women  and  Social  Security  in  the  United  States") 
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substantial  periods  as  a  wage  earner. 32  ^he  major  problem 
has  been  that  OASI  has  not  been  able  to  adapt  Its  mechanisms 
to  the  overlaps  occurring  in  the  roles  of  the  woman. 

The  male  is  no  longer  the  sole  support  of  the  family. 
Table  III-l  shows  that  the  number  of  women  in  the  labor  "force 
doubled  within  a  25  year  span.   In  particular,  it  should  be 
noted  that  the  number  of  married  women  in  the  labor  force  has 
almost  tripled  within  this  same  period  of  time.^. 

TABLE  III-l 
WOMEN  IN  THE  LABOR  FORCE 

19'n^^  1950.^'^  197233 

TOTAL          16,323,000  ■   17,795,000  32,939,000 

Single           6,181,000  5,621,000  7,177,000 

Married          6,776,000  8,550,000  19,2^)9,000 

Other  3,366,000       3,62^,000       6,213,000 

(Divorced, 
etc  .  ) 


32 

Reno,  "Women  Nowly  Entitled  to  Retired  V/orker  Benefits:  Survey 

of  New  Beneflcij-.rles,"  Social  Security  Bulletin,  3  (Aoril, 

1973)  (Hereinafter  referred  to  as  Reno,  "Women  Newly  Entitled 

to  Retired  V/orker  Benefits".) 
33  Bureau  of  the  Census. 
3^  Id. 
35  H.  Hayghe,  "Labor  Force  Activity  of  Married  Women,"  Monthly 

Labor  Review  (April  1973). 
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It  has  also  been  projected  that  the  participation  of 
married  v;omen  and  of  mothers  with  young  children,  who  are 
currently  the  fastest  growing  group   In  the  labor  force, 
will  remain  high  and  tend  to  Increase  slightly. 3° 

Out  of  53  million  families  in  1971  only  17.8  million  or 
37%   derived  their  Income  solely  from  the  earnings  of  the  head 
of  the  family,  regardless  of  the  sex  of  the  family  head. 37 
With  the  increasing  presence  of  the  wife  as  the  seco^idary 
wage  earner.  Issues  have  arisen  .regarding  the  woman's  dual 
entitlement  as  a  dependent  and  as  an  insured  worker.   Our 
Associations  believe  that  unless  OASI  addresses  itself  to 
the  realities  which  exist,  inequities  will  continue. 

B.   The  Working  Wife  ' 

Under  the  existing  OASI  Program,  a  woman,  as  the  spouse 
of  fully  Insured  worker,  is  entitled  to  50  percent  of  her 
husband's  PIA  even  though  she  made  no  contributions.   The 
value  of  this  social  benefit  for  family  protection  should 
not  be  underestimated.   Approximately  one-half  of  the  aged 
women  receiving  benefits  at  the  end  of  1971  were  entitled  only 
on  their  husband's  earnings  record. ^   A  woman  worker  bene- 
ficiary is  entitled  to  benefits  based  upon  her  own  average 
monthly  earnings.   The  working  wife  is  always  paid  her  retire- 
ment benefit,  based  on  her  earnings,  and  the  wife's  benefit 

33 ' 

Statement  of  Carolyn  Bell  on  Women  and  Social  Security  Before 

the  Joint  Econon;ic  Committee,  93d  Congress,  1st  Session  at 

p.  2  (July  25,  1973).  (Hereinafter  referred  to  as  Statement 

by  Bill) . 

37  Id. 

38  Bixby,  "Women  and  Social  Security  in  the  United  States,"  supra 

note  31,  at  p.  7. 
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is  reduced  by  that  amount.   In  practice,  the  woman  receives 
the  larger  benefit . 

During  a  twenty-year  span  (1950-1971)  the  number  of  woman 
worker  beneficiaries  has  increased  more  than  twenty  times  from 
302,000  to  6,4'J7,000.39   v/ith  the  steady  increase  in  the  number 
of  married  women  in  the  labor  force,  the  inequities  raised  by 
this  dual  approach  to  entitlement  must  be  examined  and  reme- 
dies considered.  '  ^ 

Most  working  women  are  employed  in  low-paid  occupations 
and  industries.     For  year-round,  full-time  employment,  the 
median  earnings  of  a  woman  amount  to  58  percent  of  those  of 
a  similarly  employed  man.^ 

In  1969,  ^5%  of  the  men  but  only  8^  of  the  women  at  vjork 
earned  more  than  the  maximum  wages  taxable.  Median  earnings 
were  $5,880  and  $2,590  respectively . ^^  Moreover,  while  many 
women  periodically  leave  the  labor  force  to  raise 

children,  such  periods  are  included  in  the  computation  of 
benefits.   Consequently,  the  average  monthly  earnings  of  the 
woman  is  much  lower  than  those  of  the  man.   Frequently,  the 
working  wife  may  find  that  the  benefits  based  on  her  earnings 
are  less  than  or  not  much  more  than  the  benefits  she  is  en- 
titled to  as  a  dependent. 


39 

Id. 

1*0  Id.  ,  at  p.  9. 

*-  ".  Bell,  "Social  Security:  Society's  Last  Discrimination," 

Busineos  :u-id  Society  Review,  46  (Autumn,  1972),  (Hereinafter 
•  referred  to  as  3111,  "Social  Security:  Society's  Last  Dis- 
crimination" .  ) 
*'2  j.a_.  ,  at  p.  47.        . 
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While  the  working  wife  may  be  entitled  to  greater  benefits 
on  her  earnings,' an  Inequity  of  costs/benefits  between  herself 
and  the  wife  who  was  never  employed  may  exist.   The  working 
wife  may  establish  her  own  eligibility,  but  the  marginal  pay- 
ment (difference  between  dependency  benefits  and  retirement 
benefits)  may  not  justify  the  contributions  paid  to  the  OAST 
fund.   Thus  the  working  wife  often  feels  that  she  receives 
little  or  nothing  for  the  taxes  she  has  paid,  since  the  non- 
working  wife,  under  many  circumstances,  can  receive  approxi- 
mately the  same  payments  without  paying  anything. 

It  'must  be  noted  that  the  working  wife  is  entitled  to 
additional  protection  which  is  not  available  to  the  non- 
working  wife,  including  disability  insurance,  lump  sum  death 
payments  and  possible  monthly  survivor  benefits.   The  wife's 
benefit  as  a  wage  earner  is  predicated  upon  her  own  retire- 
ment, but  her  benefits  as  a  dependent  are  payable  only  if 
both  she  and  her  husband  are  retired.   The  working  wife  may 
also  receive  a  greater  windfall  than  her  spouse  since  the 
OASDI  is  designed  to  provide  retirement  benefits  at  a  pro- 

ii  q 

portionately  higher  ratio  to  those  with  lov;er  earnings.  -' 
Hov;ever,  our  Associations  believe  that  the  claim  of  more 
benefits  to  the  working  wife  has  merit. 

The  v;orking  wife  is  contributing  her  energies  to  the 
nation's  labor  force  and  is  also  contributing  to  OASDI  finan- 
cing.  Her  contributions  will  add  more  and  more  to  tlie  OASDHI 


'13 


Bixby,  "Woiaen  and  Social  Security  in  the  United  States,"  supra 
note  31,  at  p.  11. 
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funds.   Since  the  v;lfe  Is  a  source  of  family  income,  the 
loss  of  these  earnings,  upon  retirement,  will  have  a  greater 
Impact  upon  the  family  unit.   As  we  have  stated  in  Subpart  I 
hereof,  the  OASDI  program  should  provide  an  earnings  replace- 
ment ratio  sufficient  to  enable  the  family  to  maintain,  during 
retirement,  a  standard  of  living  which  is  not  below  that 
achieved  during  employment  years.   While  recognizing  the 
Importance  of  the  woman  homemaker,  the  Associations  believe 
that  the  additional  contributions  of  the  working  wife  entitle 
these  women  to  a  more  equitable  distribution  of  benefits. 

Approaches  to  eliminate  this  inequity  confronting  the 
working  wife  have  been  suggested..  It  has  been  proposed  that 
the  working  wife  receive  benefits  based  on  her  earnings  in 
addition  to  the  benefit  based  on  her  husband's  earnings. 
The  obvious  drawback  to  the  establishment  of  such  a  proposal 
is  the  high  cost  involved.   Another  argument  against  the 
adoption  of  this  proposal  is  that  the  working  wife,  earning 
a  low  income,  would  still  be  dependent  upon  her  husband's 
earnings.   If  the  woman's  earned  benefits  provide  sufficient 
retirement  income,  then  she  is  not  dependent  upon  her  husband. 

It  has  also  been  suggested  that  the  tax  liability  for  a 
worker  with  dual  eligibility  under  the  program  be  removed  or 
reduced.    The  working  spouse  could  calculate  potential 

benefits  both  as  a  dependent  spouse  and  as  a  retired  worker. 

1^ 

Ben,  "Social  Security:  Society's  Last  Discrimination,"  supra 
note  iJl,  at  p.  HT . 


If  the  dependent  benefits  exceed  the  benefits  as  a  retired 
worker,  then  the  social  security  tax  liability  would  be 
voided.   If  the  benefits  as  a  retired  worker  exceed  those 
as  a  dependent,  then  the  tax  liability  would  be  reduced,, 
depending  on  the  amount  of  the  difference. 

The  problem  with  establishing  such  a  mechanism  to  deter- 
mine distribution  of  benefits  is  the  uncertainty  Involved 
in  calculating  future  earnings  and  benefits,  notwithstanding 
questions  regarding  life  expectancy  and  future  marital  status. 
The  cost  of  administering  the  program  and  the  prospects  for 
substantial  revenue  loss  diminish  the  feasibility  of  such  an 
approach. 

Other  prcpcscd  alternatives  should,  however,  be  considered. 
OASDI  could  provide  a  per  cent  increment  in  benefits  to  a 
working  v;lfe,  based  upon  her  PIA,  in  addition  to  her  depen- 
dency benefit.   Each  spouse  could  be  credited  with  one-half 
the  combined  earnings  every  year  during  the  period  of  marriage. 
A  provision  for  splitting  earnings  credits  would  benefit-  the 
divorced  worker  but  generally  not  the  working  couple  who 
remain  married.^" 

It  has  been  suggested  that  working  couples  be  granted  the 
option  of  combining  their  earnings  as  the  basis  for  the  cal- 
culation of  the  PIA  with  50/5  added  as  the  spouse's  benefit. 


^°   Blxby,  "Women  and  Social  Security  in  the  United  States,"  supra 
note  31,  at  p.  10. 
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This  proposal,  which  can  eliminate  the  inequities  with  re- 
spect to  the  working  wife,  deserves  serious  consideration 
since  it  also  directs  itself  to  an  even  larger  problem  under 
OASDI.   While  a  major  purpose  of  the  program  is  the  income 
•maintenance  of  the  family,  the  focus,  in  the  determination 
of  benefits,  is  the  individual,  his  earnings  or  status  in 
the  family. 

Regarding  the  OASDI  treatment  of  a  working.,  couple-;  the 
husband  and  the  wife  are  regarded,  as  separate  tax  units. '*'^ 
The  benefits  each  v/orking  spouse  is  entitled  to  is  computed 
with  respect  to  that  individual's  earnings.   Therefore,  the 
working  husband  and  wife  may  contribute  more  to  the  OASDHI 
funds  than  a  single  worker  whose  Income  is  equivalent  to 
their  combined  earnings.   In  1971,  the  median  Incomes  for  a 
working  husband  and  wife  were  $8,858  and  $3,325  respectively.^* 
Under  the  existing  tax  rate  the  OASDHI  contribution  of  the 
working  couple  would  be  approximately  $713.00  while  the 
contribution  of  the  single  worker  would  amount  to  $631.80. 

It  has  been  shown  that  where  the  combined  earnings  of  a 

couple  are  below  or  slightly  above  the  taxable  maximum  for 

one  worker  the  sum  of  the  benefits  to  which  they  are  entitled 

is  usually  smaller  than  one  and  one-half  times  the  amount  to 

which  a  man,  v;hose  earnings  are  equivalent  to  their  combined 

income,  with  a  dependent  spouse  is  entitled.^ 

jpj 

J.  Pechman,  H.  Aaron,  M.  Taussig,  Social  Security:  Perspectives 
j^o   for  Reform,  supra  note  1,  at  p.  BTi 
■J°  Statement  by  Bell,  supra  note  36,  at  p.  7. 

^9  Bixby,  "Women  and  Social  Security  in  the  United  States,"  supra 
note  31,  at  p.  9. 
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There  is  an  apparent  question  of  equity  whether  family 
units,  with  Identical  earnings  during  employment  years, 
should  receive  varying  amounts  of  retirement  benefits.   Our 
organizations  believe  that  this  inequitable  situation  de- 
serves to  be  corrected. 

The  overall  effect  upon  OASDI  by  the  Implementation  of 
such  a  proposal  cannot  be  underestimated.   It  has  already 
been  pointed  out  that  in  1971,  63%   of  the  fajnllles  had  both 
an  employed  husband  and  wife.   Consequently,  there  Is  a  sig- 
nificant cost  factor.   It  has  been  suggested  that  the  option 
be  limited  to  those  family  units  in  which  both  spouses  have 
extensive  covered  employment  after  marriage.-^   Possibly, 
such  a  restriction  would  keep  the  costs  of  administering 
and  financing  such  a  proposal  at  a  reasonable  level.   The 
advantage  to  this  approach  Is  that  it  recognizes  the  depen- 
dency of  the  low  income  family  upon  the  combined  earnings 
of  the  couple  and  the  continued  reliance  of  the  unit  upon 
the  combined  OASI  payments  during  retirement. 

Much  the  same  problem  exists  v/ith  respect  to  survivor 
benefits.   If  family  A  consists  of  a  father  with  average 
monthly  earnings  (AME)  of  $275  and  a  working  wife  with  an 
AME  of  $275  and  if  both  are  killed,  the  two  surviving  chil- 
dren will  receive  approxiamtely  $275.90.   If  the  father  of 
family  B  was  the  sole  wage  earner  whose  income  was  equivalent 
to  the  combined  earnings  of  family  A,  then  the  children  would 
receive  $'(32.60.   The  adoption  of  the  family  unit  approach 
would  eliminate  this  inequity. 

Id. ,  at  p.  10. 
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The  implementation  of  this  proposal  would  entail  the 
establishment  of  a  nev;  approach  in  the  computation  of  bene- 
fits.  The  basis  would  no  longer  be  the  individual  wage 
earner  but  rather  the  family  unit  and  the  combined  earnings 
of  those  participants  in  the  program. 

C.  Other  Areas  to  be  Considered  vjith  Respect  to  a  New 
Interpretation  of  Dependency 

The  inequities  in  the  distribution  of  benefits  wTth 
respect  to  the  working  couple  are  not  the  sole  considera- 
tion in  any  re-thlnklng  of  the  basic-unit  under  the  OASDI 
program.   It  has  been  claimed  that  the  definition  of  the 
beneficiary  unit  is  as  crucial  to  the  equitable  operation 
of  social  security  as  the  def-initlon  of  tax  unit  for  income 
taxation.  5-'-   The  treatment  of  other  beneficiary  types  must 
be  discussed  if  a  mere  equitable  system  is  to  be  established 
in  the  future  which  will  be  better  able  to  moderate  the 
impact  of  decreased  income. 

D.  The  Single  Worker 

Such  a  benefit  formula  (family  unit  approach)  cannot  be 
discussed  without  considering  the  Impact  upon  the  single  wage 
earner  family  with  a  lev;  income  and  the  possible  inequity  that 
may  arise.   Under  the  present  mechanisms,  the  program  is  de- 
signed to  help  meet  the  needs  of  those  insured  workers  with 
a  low  earnings  history.   Increasingly,  these  low-level  benefits. 


51 
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for  Reform,  supra  note  1,  at  p.  80.  T 
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with  a  higher  replacement  ratio,  are  going  to  v/orklng  wives 
at  all  levels  of  the  family  income  spectrum  rather  than  to 

CO 

these  single  breadwinners.'^    It  can  be  concluded  that  the 
family  unit  approach  would  eliminate  the  working  wife  from 
deceiving  the  greater  windfall  while  recognizing  her  con- 
tribution as  a  wage  earner  to  the  family  income  and  the  OASI 
funds. 

There  is  a  drawback  to  the  implementation  ,of  this -pro- 
posal which  has  an  impact  upon  the  single  worker.   Such  a 
revision  of  benefit  computation  have  a  cost  that  may  have 
to  be  met  by  tax  increases  for  all  covered  workers.-'^  Unless 
new  approaches  to  financing  the  OASDHI  funds  are  considered, 5'^ 
questions  of  equity  in  relation  to  the  situation  of  the  single 
worker  will  be  raised. 

E.   Widov;'s  Benefits 

The  payment  of  benefits  to  the  surviving  wife  of  an 
insured  v/orker  has  always  been  an  issue  in  any  examination 
of  the  OASDI  program.   The  concern  had  centered  upon  the 
fact  that  widows  received  lower  incomes,  possessed  fewer 
assets  and  were  less  able  to  supplement  their  Incomes.   An 
effort  was  made  to  improve  the  adequacy  of  benefits  to  widows. 
Under  the  provisions  of  P.L.  92-603,  the  widow  is  now  entitled 
to  100  percent  of  the  deceased  spouse's  PIA  at  age  65,  with 


"52 

Reno,  "V.'omen  Newly  Entitled  to  Retired  Worker  Benefits,"  supra 

note  32,  at  p.  3- 
53  Bixby,  ''V/omen  and  Social  Security  in  the  United  States,"  supra 

note  31  ,•  at  p.  10. 
'^^   New  Directions  in  Financing  the  Social  Security  System  are 

discussed  in  Subpart  II  of  Part  Two  hereof. 
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the  amount  reduced  If  benefits  are  paid  between  60  and  65 
years  of  age.' 

The  Importance  of  these  benefits  is  easily  attested  to 
by  the  fact  that  in  I971  the  number  of  widows,  aged  .&0  or 
over  without  children,  who -were  receiving  benefits  based 
upon  the  deceased  husband's  earnings,  totalled  3, 363, 000. ^^ 
The  value  of  the  widow  benefits  is  also  suggested  by  the 
fact  previously  discussed,  that  the  woman's  PIA  is  generally 
lower  than  that  of  her  husband.  '  Since  the  working  widow  is 
granted  dual  entitlement,  she  receives  the  larger  benefit, 
which,  under  most  circumstances,  would  be  based  on  the 
husband's  PIA. 

In  1971,  the  average  monthly  benefit  paid  to  the  retired 
.insured  woman  was  $113-60  while  the  average  monthly  benefit 
for  widows,  including  those  with  a  beneficiary  child,  was 
$110.80.5   It  should  be  noted  that  the  average  monthly  bene- 
fit for  the  widow  does  not  take  into  account  the  provisions 
under  P.L.  92-336  and  P.L.  92-603.   An  inequity  with  respect 
to  cost/benefits  between  the  working  widow  and  the  widow  who 
did  not  contribute  to  OASDHI  is  evident  and  merits  attention. 

To  raise  benefits  or  lower  the  eligibility  age  would  only 
provide  a  disincentive  to  the  objective  of  phased  retirement 
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and  increase  the  inequity  between  the  working  v/oman  and  the 
dependent.  A  new  approach  is  necessary  in  order  to  provide 
an  adequate  level  of  retirement  income  in  the  future  without 
the  adverse  effects  previously  mentioned.  Whether  the  pro- 
posed solutions  to  the  problems  with  respect  to  the  working 
wife  and  working  couples  are  feasible  must  be  determined. 

The  emphasis  upon  dependency  with  respect  to  v;idov;'s 
benefits  must  be  modified  to  take  into  account  the  rapid  in- 
crease in  the  number  of  wives  v;h6  are  wage  earners,  and, 
therefore,  OASDHI  contributors.   Unless  this  trend  is  recog- 
nized', the  inequities,  such  as  exist  regarding  the  working 
widow,  will  only  be  aggravated. 

I 
F.   Male  Dependents 

Very  few  men  receive  benefits  based  on  their  wives'  earn- 
ings.  Only  12,000  husbands  and  widowers  received  dependency 

57 
benefits  in  1971 >  as  compared  with  7  million  wives  and  widows. 

A  reasonable  explanation  for  this  small  number  is  that  men 

are  more  likely  than  women  to  have  higher  earnings.   Another 

possible  explanation  is  the  fact  that  the  man,  in  order  to  be 

entitled  to  husband  or  widower  benefits,  must  be  dependent 

upon  his  wife  for  one-half  of  his  support. 

While  it  has  previously  been  concluded  that  the  v/orking 

wife  would  generally  receive  loiver  wages  than  her  husband, 

it  has  also  been  shown  that  63  percent  of  the  fainili.es  are 
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supported  by  both  spouses.   The  husband  may  not  be  dependent 
upon  his  v/lfe  for  one-half  his  support;  hov;ever,  the  loss  of 
the  wife's  earnings  may  have  an  impact  upon  his  standard  of 
living.   His  ineligibility  to  receive  widower  benefits  be- 
cause of  his  disqualification  under  the  dependency  test  may 
'also  have  an  adverse  effect  upon  maintaining  a  level  of  retire- 
ment income  comparable  to  that  which  he  shared  during  employment 
years.  "" 

Our  Associations  believe  that  the  male  should  not  auto- 
matically be  presumed  to  be  the  sole  family  earner.   Such 
presumption  disregards  the  future  possibility  of  increasing 
male  dependency  on  the  earnings  of  the  wife.   The  support 
may  not  amount  to  50  percent.   However,  if  the  proposal  to 
improve  widow's  benefits  were  seriously  considered,  to 
disallow  the  husband's  eligibility  for  widower  benefits, 
based  upon  a  dependency  test,  while  his  wife  is  entitled 
without  any  showing,  would  aggravate  an  existing  inequity. 

G.   OASDI  Coverage  of  Non-Compensatory  Employment 

Under  the  OASI  Program,  the  insured  worker  is  a  worker 
in  paid  employment.   This  criteria  omits  from  the  program  a 
massive  number  of  individuals  V'jho  are  in  non-paid  employment. 
It  should  be  noted  that  non-paid  employment  is  not  confined 
strictly  to  wives  and  mothers.   According  to  a  1972  analysis 
of  this  matter,  of  the  42  million  women  not  in  the  labor 
force,  27  mil: ion  have  husbands,  6  million  have  never  married. 
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and  only  12  million  have  children. 58   if  these  individuals  in 
non-paid  employment  are  to  be  entitled  to  OASDI  benefits,  such 
entitlement  must  be  their  dependency  upon  an  insured  worker. 

It  has  been  suggested  that  the  woman  who  is  working  in 
fion-paid  employment  be  entitled  to  establish  social  security 
credits  on  the  basis  of  work  performed  rather  than  wages  earned. 
The  recognition  of  services  as  a  basis  for  retirement  benefits 
would  be  a  radical  departure  from  the  existing^.emphasts  upon 
earnings.  / 

Admittedly,  the  services  performed  by  women  in  non-paid 
employment,  for  example,  housekeeping  activities,  are  essen- 
tial.  However,  to  determine  such  credits  may  be  virtually 
impossible.   Questions  concerning  the  value  to  be  Imputed 
to  such  work,  the  matter  of  contributions  and  the  cost  of 
such  credits  must  be  determined  before  the  implementation 
of  such  a  criteria  can  seriously  be  considered. 

H.   Conclusions 

While  the  otrjectives  of  the  OASI  Program  has  been  to 
maintain  the  income  of  the  family  upon  the  retirement  or 
death  of  the  wage  earner,  it  has  not  been  able  to  provide 
income  adequacy.   Our  Associations  believe  that  one  of  the 
explanations  for  this  inability  may  be  found  within  the 
program's  mechanism  for  the  computation  of  benefits. 


58 


Bell,  "Social  Security :  Society ' s  Last  Discrimination,"  supra 
note  ^1,    at  p.  46. 
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The  basic  unit  for  the  determination  of  benefits  levels 
has  been  the  earnings  of  the  individually  Insured  worker. 
Our  Associations  believe  that  present  trends  in  the  economic 
and  social  structure  require  that  the  basis  of  the  benefit 
formula  be  reassessed.   The-  argument  for  the  review  is  best 
illustrated  in  the  inequities  caused  by  the  overlaps  in  the 
roles  of  the  woman  as  a  wife  and  as  a  wage  earner. 

If  the  OASI  Program  is  to  accommodate  itself  to  diverse 
and  changing  needs,  it  must  give  serious  attention  to  this 
problem.   Our  Associations  believe  that  the  family  unit 
approach  is  the  more  appropriate  way  to  compute  OASI  payments. 
In  any  examination  of  this  benefit  formula,  consideration  should 
also  be  given  to  the  other  proposals  offered  to  provide  a  more 
equitable  distribution.   Our  Associations  feel  that  discus- 
sion of  these  proposals  to  modify  the  program  are  only  a 
part  of  the  need  to  continually  assess  social  security  in 
the  United  States. 
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IV.   The  Retirement  Test 

In  this  subpart,  our  organizations  intend  to  focus  on  the 

retirement  test  of  OASOI  and,  to  a  lesser  extent,  on  the  program's 

impact  on  employment  incentives.   The  issues  have  been  most  suscinctly 

described  by  Pechman,  Aaron  and  Tassig;  as  follows: 

"The  social  security  system  may  cause  less 
work  effort  by  the  aged  and  encourage  early 
retirment  for  three  reasons.   First,  the  non- 
work-related  income  provided  by  Old  Age,  Survivors, 
and  Disability  Insurance  (OASDI)  benefits  makes 
retirement  attractive  for  many  workers.   Second, 
the  earnings  test  directly  penalizes  work  effprt 
Third,  OASDI  may  alter  company  retirement, policies 

or  produce  other  social  and  economic  pressures 
that  evidently  lead  to  withdrav/al  from  the  labor 
force.   The  evidence  -  though  not  conclusive  - 
suggests  that  OASDI  has  weakened  the  work  in- 
centives of  the  aged. 59 

Much  of  the  material  contained  herein  with  respect  to  the  effects 
of  the  retirement  test,  the  earnings  to  which  the  test  is  applicable, 
the  arguments  for  and  against  the  test,  its  legislative  history  and 
the  summary  of  further  legislative  proposals  was  incorporated  from  a 
Congressional  Research  Services  study  of  March  2,  1973,  prepared  by 
Francis  J.  Crowley  and  entitled  "The  Social  Security  Retirement  Test." 

A.   The  Retirement  Test,  Its  Rationale  And  Its  Effects. 

The  social  security  retirement  test,  as  recently  amended,  permits 

.older  workers  who  are  social  security  beneficiaries  and  under  age  72, 

to  earn  up  to  $2,400  a  year  without  loss  of  benefits,  but  reduces 

above  that  amount.   The 
benefits  $1  for  every  $2  of  annual  earnings 

test  of  whether  benefits  will  be  reduced  is  applied  annually,  and 
both  wages  and  self-employment  income  are  included  in  the  computation 


59.   J.  Pechman,  H.  Aaron,  M.  Tassig,  Social  Security;   Perspectives 
In  Reform,   supra  note  1,  at  120. 
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of  an  individual's  total  earnings.   This  "retirement  test"  or 

"earnings  test"  is  applied  to  the  earnings  of  all  those  entitled  to 

social  security  benefits,  with  the  following  exceptions:   (a)  disabled 

dependent  widows  and  widowers;  (b)  disabled  children  age  18  or  over; 

and  (c)  disability  insurance  beneficiaries  whose  rights  to  monthly 

benefits  depends  on  their  inability  to  engage  in  "substantial  gainful 

activity." 

The  amount  chargeable  against  an  individual''  s  earnings  for  any 
year  is  referred  to  as  "excess  earnings."   The  amount  of  retirement 

earnings  allowed  before  the  realization  of  "excess  earnings"  —  i.e., 
before  the  reduction  of  social  security  benefits  —  has  been  changed 

a  number  of  times  over  the  years. 

The  19  71  report  of  the  Advisory  Council  on  Social  Security  sets 

forth  the  rationale  for  the  retirement  test  as  follows: 

The  social  security  cash  benefit  provisions 
are  designed  to  provide  protection  against 
the  loss  of  earnings  from  work  due  to  retire- 
ment in  old  age,  death,  or  disablement.   One 
of  the  mechanisms  used  to  determine  whether  a 
loss  of  earnings  has  occurred  is  the  retirement 
test.   The  assumption  underlying  this  test  is 
that  if  a  beneficiary's  earnings  from  work  are 
below  a  certain  level  a  loss  of  earnings  has 
occurred  and  social  security  benefits  are  then 
payable  to  partially  replace  the  earnings  that 
have  been  lost.  60 


60.   Sec.     of  H.E.W.,  Report  of  the  1971  Advisory  Council  on 
Social  Security,  H.R.  Doc.  No.  80,  92nd  Congress,  1st  Session  1 
(1971),  (hereinafter  referred  to  1971  Advisory  Council  Report). 
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In  effect,  the  retirement  test  is  -a  tax  on  earnings 

of  either  zero  or  fifty  percent,  depending  on  the  amount  of 

annual  earnings,  until  benefits  are  reduced  to  zero.   As  to  the 

effect  of  the  retirement  test  on  employment  incentive,  Pechman, 

Aaron  and  Tassig  make  the  following  observations: 

"Anyone  who  would  have  retired  because  - 

of  the  income  provided  by  OASOI  retirement 
benefits  cannot  be  affected  by  the  earnings 
test.   However,  among  aged  persons  who  would 
prefer  to  continue  in  employment  after  becoming 
eligible  for  retirement  benefits,  the  earnings 

test  has  a  potential  independent  effect  on  work 
effort. ... 

In  general, .. .both  the  income  effect  of  OASDI 
benefits  and  the  earnings  test  can  by  themselves 
cause  complete  retirement  or,  for  persons  who 
remain  in  the  labor  force,  they  can  cause  reduced 
work  effort.   61 

For  illustrative  purposes, the  effect  cf  the  retirement  test 
on  two  aged  couples,  assumed  to  have  the  same  amount  of  annual 
earned  income  by  the  husband  ($3,600  in  one  example  and  $6,000 
in  another)  but  eligible  for  different  amounts  of  Social  Security 
benefits,  is  shown  on  the  following  table.   For  couple  A,  the 
husband  received  $84.50  a  month  and  his  wife  $42.30,  or  a  com- 
bined monthly  benefit  of  $126.80,  or  $1,521.60  a  year.   For  couple 


61.   J.  Pechman,  H.  Aaron,  M.  Tassig,  Social  Security;  Perspectives 
For  Reform,  supra  note  1,  at  121,  123. 
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B,  the  combined  husband-v/ife  benefit  is  assumed  to  be  $270  a  month 

($180  for  the  husband  and  $90  for  the  wife),  or  $3,240  a  year. 

IV- 1  TABLE 

Effect  of  Retirement  Test  with  Husband's  Annual  Earnings  of  $3,600  in  1974 

Couple  A  .Couple  B 

Annual  benefits  $1,521.60  '  $3,240 

Total  benefits  lost  $   600.00  $   600 

Total  benefits  received        $   921.60  $2,640 

Effect  of  Retirement  Test  with  Husband's  Annual  Earnings  of  $6,000  in  1974 

Couple  A         "         Couple  B 
Annual  benefits  $1,521.60  $3,240 

Total  benefits  lost  $1,521.60  $1,800 

Total  benefits  received  0  $1,440 

In  setting-forth  the  effects  of  the  retirement  test,  its  impact 

on  dependents  and  survivors  also  meritsattention.   If  the  dependents 

of  a  retired  worker  are  receiving  benefits  on  the  basis  of  the  worker's 

earnings  record,  their  benefits  will  be  reduced  if  the  retired  worker 

exceeds  the  earnings  limitations  {even  if  the  dependents,  as  to  their 

own  earnings,  have  themselves  stayed  within  the  earnings  limits) .   In 

making  such  deductions,  all  the  family's  benefits  are  added  together, 
and  the  reductions  are  made  in  the  total  family  benefit  gg  described 
previously.   If  a  dependent  (including  the  eligible  dependents  of  a 

disability  beneficiary)  exceeds  the  earnings  limitations,  his  benefit 
will  be  reduced,  but  the  benefits  of  the  other  members  of  the  family 

will  not  be  affected.  As  shown  in  TAble  IV-1,  if  the  husband  and  wife 
went  over  the  earnings  limit,  both  his  and  his  wife's  benefit  would  be 
affected. 
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B.   Earnings  to  Which  The  Retirement  Test  is  Applicable. 
In  detertnining  for  beneficiaries  in  the  U.S.  whether  or  not  the 
earnings  limitations  have  been  exceeded,  only  "wages"  and  "net 
earnings  from  self-employment"  are  considered  whether  or  not 
such  wages  or  earnings  are  derived  from  employment  covered  by 
the  Social  Security  Act.   Income  which  is  neither  wages  nor  net 
earnings  from  self-employment  is  not  counted.   Thus,  persons  may 
receive  any  amount  of  income  from  investments  (such  as  i-nterest, 
dividends,  and  rentals  from  real  estate),  and  any  amount  of 
income  from  pensions  or  annuities  without  having  any  reductions 
in  OASDI  benefits. 

The  reason  why  only  "earned  income"  is  counted  in  applying  the 
test  is  generally  related  to  the  purpose  of  the  program  as  provi- 
ding an  income  in  lieu  of  wages  or  self-employment  income.   Thus, 
the  1971  report  of  the  Advisory  Council  explains  that  the  Council 
considered  but  rejected  including  nonv/ork  income  in  determining 
an  individual's  entitlement  to  benefits.   The  rationale  for  rejec- 
tion was  as  follows: 

The  Council  considered  the  issue  of  whether  non- 
work  income,  such  as  income  from  investments, 
rents,  pension,  dividends,  interest,  and  the 
like  should  be  counted  in  determining  income 
for  retirement-test  purposes.   If  the  retire- 
ment test  took  account  of  income  other  than 
earnings  from  v.'ork,  it  would  no  longer  be  a 
retirement  test  but  an  income  test.   If  it  be- 
came an  income  test,  the  fundamental  idea  that- 
. '  social  security  benefits  are  intended  as  par- 
tial replacement  of  earnings  from  work  would  be 
diluted  or  lost.   Income  from  savings,  invest- 
ments, and  pension  plans  is  not  a  base  for 
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measuring  the  loss  that  the  program  insures 
against. 

"Perhaps  even  more  important,  changing  the  retire- 
. ment  test  would  discourage  individual  thrift. 
Social  security  benefits  would  no  longer  be  a 
base  on  which  the  individual  could  build  through 
savings,  investments,  private  insurance,  and 
employer  pension  payments.   In  effect,  retired' 
workers  would  be  penalized,  through  withholding 
of  their  contributory  social  benefits,  for  having 
tried  to  improve  their  situation. 

"Another  major  result  would  be  the  undermining 
of  the  partnership  between  social  security  and~ 
private  pension  plans.   Over  225,000  qualified 
corporate  retirement  plans  (including  profit- 
sharing  plans) ,  and  a  much  larger  number  of  other 
plans  established  by  employers  and  individuals, 
are  designed  with  the  assurance  that  social 
security  benefits  would  be  paid  without  regard 
'to  the  retirement  income  provided  under  the  plans. 
If  this  assurance  were  removed  and  private  pen- 
sion payments  or  increases  in  these  payments  would 
result  in  reduction  of  social  security  benefits, 
employers  would  have  little  incentive  to  establish 
or  continue  pension  plans  or  to  increase  pension 
payments."'^ 

C .   Arguments  For  and  Against  the  Retirement  Test 

Proponents  of  the  retirement  test  point  out  that  the  Social 
Security  (OASDI)  system  has  been  designed  since  its  inception  in 
1935  to  protect  against  specific  ri=sk.s:   the  loss  of  earnings 
caused  by  death,  disability  or  retirement  of  the  head  of  the 
family.   They  argue  that  a  basic  principle  of  the  system  will  be 
violated  if  an  individual,  upon  reaching  retirement  age,  is  able 
to  draw  his  full  benefits  even  though  he  is  substantially  employed. 
In  their  viev;,  the  program  is  designed  to  provide  social  insurance 
against  loss  of  earnings  rather  than  to  provide  annuities  at  a 
fixed  age,  as  in  private  insurance. 


1971  Advisory  Council  Report,  supra- note  60,  at  pp  24-25. 
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Those  who  defend  the  test  also  point  out  that  the  great 
majority  of  older  people  who  are  eligible  for  benefits  would  not 
be  helped  by  the  elimination  of  the  test  either  because  they 
cannot  work,  earn  less  than  $2,4  00  a  year,  or  are  age  72  and 
over.   liis  repeal  would  pay  a  premium  to  people  who  are  fortunate 
enough  to  be  able  to  keep  on  working  after  retirement  age,  as 
opposed  to  those  who  are  forced  to  retire  because  of  health  or 
other  compelling  reasons.   In  their  opinion,  it  would  be  more 
advisable  to  use  the  limited  money  available  to  the  system  to 
pay  as  adequate  benefits  as  possible  to  those  people  who  are 
really  retired  rather  than  "to  spread  the  money  thin"  by  giving 
benefits  to  all  individuals  who  have  attained  the  minimum  age  of 
retiremenL  under  Llie  law.   Other  spokesmen,  including  the  repre- 
sentatives of  organized  labor,  believe  that  automatic  payment 
of  benefits  without  an  earnings  test  might  depress  wage  levels. 
Social  Security  beneficiaries  might  be  willing  to  work  at  less 
than  the  usual  scale,  if  they  also  were  in  receipt  of  their 
benefits. 

The  proponents  of  the  retirnment  test  further  state  that 
the  repeal  of  this  provision,  without  reduction  of  other  benefits, 
would  add  a  substantial  cost  element  to  the  program.   In  this 
regard,  it  has  been  estimated  that  elimination  of  the  retirement 
test  would  increase  the  cost  of  the  system  by  about  $4  billion  in 
the  first  Y^ar .      If  the  system  is  to  be  kept  on  an  actuarially 
sound  basis,  an  additional  1/4%  in  both  the  employees'  and  em- 
ployers' taxes  would  be  required  in  all  future  years,  if  the_ 
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test  were  eliminated. 

Those  who  would  eliminate  the  retirement  test  believe  that 
Social  Security  benefits  should  be  paid  as  a  matter  of  right  at 
the  minimum  retirement  age.   This,  they  argue,  is  consistent  with 
the'  "insurance"  concept  of  the  system:  benefits  are  related  to 
the  wages  of  the  employee  contributor  and  should  be  payable  with- 
out an  earnings  test. 

Those  advocating  the  repeal  of  the  test  insi"st  that  ~the 
reasons  which  motivated  its  institution  in  1935  are  not  valid 
today.   They  state  that  the  policy  of  discouraging  older  workers 
from  working  past  an  arbitrary  retirement  age  originated  during 
teh  depression  when  it  was  necessary  to  increase  job  opportunities 
for  younger  workers.   Today's  high-employment  economy  docs  not 
need  such  restrictive  measures.   The  retention  of  the  retirement 
test,  in  their  view,  will  keep  many  older  persons  from  working, 
with  a  resultant  loss  to  tne  country  of  valuable  skills  and 
productivity.  .  They  cite  the  fact  that  the  age  at  which  the 
retirement  test  no  longer  applies  has  been  gradually  lowered  by 
Congress  to  age  72,  thus  illustrating  the  fact  that,  as  economic 
•conditions  have  changed,  the  retirement  test  has  become  less 
necessary.   Moreover,  the  Federal  Government,  gerontologists , 
and  others  concerned  with  the  health  of  the  elderly,  encourage 
the  hiring  and  retention  of  older  workers  in  all  aspects  of  the 
economy.   Indeed,  as  is  pointed  out  in  Subpart  D  hereof,  economic 
necessity  may  require  the  retention  of  older  workers  in  the  labor 
force  in  the  future. 
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Those  against  the  retirement  test  maintain  that  the  pro- 
vision causes  hardship  for  those  individuals  who  must  work  to 
supplement  their  benefits.   This  is  obvious,  they  point  out, 
when  one  considers  that  the  maximum  amount  payable  to  a  man  who 
retires  at  age  65  in  1973  is  less  than  $3,200  a  year,  that  the 
minimum  is  only  a  little  over  $1,000  a  year,  and  that  the  ave- 
rage retirement  benefit  at  the  present  time  is  less  than  $2,000 
a  year.   Thus,  the  retirement  test  causes  inequities  in  a  great 
number  of  individual  cases  where  the  individual  has  need  for 
more  income  than  Social  Security  benefits  can  provide.   Further- 
more, ih  practice,  the  test  is  complicated  and  difficult  for  the 
ordinary  person  to  understand. 

D.   Legislative  History  of  the  Retirement  Test 

The  retirement  test  has  been  the  subject  of  considerable 
debate  and  legislation.   Although  Congress  has  always  provided 
a  retirement  test  in  the  Social  Security  program,  it  has  modified 
the  definition  of  retirement  a  number  of  times.   Originally,  the 
law  prohibited  a  person  from  drawing  a  benefit  for  any  month  in 
which  he  had  wages  from  "regular  employment."   The  term  "regular 
employment,"  however,  was  not  defined.   This  test  was  never  ap- 
plied because  tlie  law  was  amended  in  1939,  and  the  first  monthly 
social  security  benfits  were  not  paid  until  January  194  0.   Under 
the  1939  amendments,  a  test  was  instituted  under  which  a  month's 
benefit  was  withheld  for  any  month  in  which  a  beneficiary  earned 
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more  than  $14.99  in  covered  employment.   The  Social  Security 
Amendments  of  1950  raised  the  earnings  limitation  from  $14.99 
to  $50.00  a  month;  and  the  amendments  of  1952  further  increased 
it  to  $75.00  a  month.   The  amendments  of  1950  also  eliminated 
the  earnings  test  for  beneficiaries  aged  75  and  over.  .'. 

The  1954  Amendments  lowered  the  age  at  which  earnings  were 
exempt  from  the  test  from  75  to  72.   They  also  changed  the. 
earnings  limitation  from  a  simple  monthly  test  to  one  that 
measured  both  monthly  and  yearly  earnings.   Under  this  test, 
one  month's  benefit  was  withheld  for  each  $8  0,  or  fraction  there- 
of, that  a  beneficiary's  earnings  (from  both  covered  and  non- 
covered  employment)  exceeded  $1,200  a  year.   However,  no  benefit 
was  withheld  for  any  month  in  which  the  beneficiary  both  re- 
ceived wages  of  $80.00  or  less  and  did  not  participate  in  sub- 
stantial self -employment.   Thus,  if  a  beneficiary  earned  $1,200.01, 
he  would  lose  one  benefit  check.   If  he  earned  $2,280.01,  he 
would  lose  two  benefit  checks  (disregarding  the  monthly  measure) 
and  so  on  until  all  twelve  checks  were  lost  in  a  year  in  which  a 
beneficiary  earned  more  than  $2,080.   The  Social  Security  Amend- 
ments of  1958  increased  the  monthly  measure  —  the  amount  that 
could  be  earned  in  a  month  and  still  receive  a  benefit  —  from 
$80.00  to  $100.00 

The  1960  Amendments  changed  the  retirement  test  by  eliminating 
the  provision  that  a  month's  benefit  be  lost  for  each  $100.00 
earned  in  excess  of  $1,200.00  and  substituted  a  provision  that  a 
beneficiary  would  lose  $1.00  in  benefits  for  every  $2.00  of  earnings^ 
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The  Social  Security  Amendments  of  1972,  effective  January 
1973,  (a)  increased  the  annual  exempt  amount  from  $1,680.00  to 
$2,100.00;  (b)  eliminated  the  $l-for-$l  reduction  so  that  regard- 
less of  how  much  an  individual  earns,  each  $2  earned  in  jexcess  of 
$2,100.00  a  year  will  cause  only  a  $1  reduction  in  benefits;  (c) 
permits  payment  o''^  full  benefits  to  a  beneficiary,  regardless  of 
the  amount  of  his  annual  earnings,  for  any  month  in  which  he  does 
not  earn  wages  of  more  than  $175.00,  rather  than  $140.00;  (d) 
provides  that  in  the  year  in  which  an  individual  attains  age  72, 
earnings  in  and  after  the  month  in  which  he  reaches  age  72  will 
not  be  included  (as  under  prior  law) ,  in  determining  his  total 
earnings  for  that  year;  and  (e)  starting  in  1975,  the  amount  of 
exempt  earnings  will  be  automatically  increased  in  proportion  to 
the  rise  in  the  average  earnings  taxed  for  social  security  pur- 
poses each  time  there  is  an  automatic  cost-of-living  increase 
in  benefits. 

The  amendments  to  the  Social  Security  Act  which  were  appended 
to  the  bill  to  extend  the  Renegotiation  Act,  H.R.  7445,  included 
a  further  liberalization  in  the  retirement  test.   The  amount  of 
earnings  permitted  without  penalty  was  increased  by  $300.00  to 
$2,400.00  per  year. 

E.   Further  Legislative  Proposals 

In  every  Congress,  bills  are  introduced  to  repeal  the  retire- 
ment test.   Such  legislation  would  cost  .48%  of  payroll  on  an 
average-cost  basis  (i.e.,  this  is  the  amount  by  which  the  total 
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above  $1,200.00  and  below  $1,500.00  and  $1.00  in  benefits  for 
every  $1.00  of  earnings  over  $1,500.00.   This  legislation  eli- 
minated from  the  retirement  test  the  possibility,  which  existed 
in  previous  law,  that  a  beneficiary  might  lose  more  in  benefits 
than  he  realized  in  earned  income  over  the  $1,200.00  limit. 

The  retirement  test  was  changed  by  the  1961  Social  Security 
Amendments  by  increasing  from  $300.00  to  $500.00  the  amount  of 
earnings  over  $1,200.00  that  are  subject  to  reduction  at  the 
rate  of  $1.00  of  benefits  for  every  $2.00  of  earnings. 

The  1965  Social  Security  Amendments  (a)  increased  the 
annual  exempt  amount  from  $1,200.00  to  $1,500.00;  (b) increased  the 
upper  limit  of  the  $l-for-$2  "ba'nd"  from  $1,700.00  to  $2,700.00, 
so  that  $1  in  bensfits  is  withheld  for  each  $2  of  earnings  be- 
tween $1,500.00  and  $2,700.00,  with  $l-for-$l  reductions  above 
$2,700.00;  and  (c)  permitted  payment  of  full  benefits  to  a  bene- 
ficiary, regardless  of  the  amount  of  his  annual  earnings,  for 
any  month  in  which  he  did  not  earn  wages  of  more  than  $125.00, 
rather  than  $100.00. 

The  1967  Social  Security  Amendments  (a)  increased  the  annual 
exempt  amount  from  $1,500.00  to  $1,680.00;  (b)  increased  the  upper 
limit  of  the  $l-for-$2  "band"  from  $2,700.00  to  $2,880.00  so  that 
$1  in  benefits  is  withheld  for  each  $2  of  earnings  between  $1,680.00 
and  $2,880.00  with  $].-for-$l  reduction  above  $2,880.00;  and,  (c) 
permits  payment  of  full  benefits  to  a  beneficiary,  regardless  of 
the  amount  of  his  annual  earnings,  for  any  month  in  which  he  does 
not  earn  wages  of  more  than  $140.00,  rather  than  $125.00. 
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contribution  rate  v/ould  have  to  be  increased  on  the  basis  of  full 
long-term  costs.   In  the  early  years,  the  cost  would  be  about 
$4  billion  a  year.) 

As  evidenced  by  tlie  latest  amendment  of  the  retirement  test, 
gradual  modification  or  liberalization  of  the  test  rather  than 
complete  elimination  appears  within  the  realm  of  legislative 
possibility.   Certainly,  there  is  ample  room  for  modification. 

The  present  retirement  test  contains  four  'elements: 

1.  the  annual  exempt  amount, 

2.  the  reduction  mechanism, 

3.  the  monthly  measure  of  retirement, 

4.  exempt  age  (72  and  over) . 

Within  this  basic  f ramevork ,  any  or  all  of  these  elements 
may  be  modified  so  as  to  liberalize  the  effect  of  the  test. 

The  following  examples  are  illustrative  of  some  of  the  many 
alternatives  within  this  framework,  together  with  their  estimated 
level-cost  on  a  long-range  basis,  both  as  a  per  cent  of  taxable 
payroll  and  in  dollars  annually. 

1 .   Increase  the  Annual  Exeiapt  Amount 
Provide  an  annual  exempt  amount  of: 

(a)  $3,000  --  $1  of  benefits  withheld  for  each  $2 
of  earnings  above  $3,000. 

Cost:   .l.S'i  of  taxable  payroll;  $930  million 
annually. 

(b)  $3,600  --  $1  of  benefits  v/ithheld  for  each  $2 
of  earnings  above  $3,600. 

Cost:   .23?.  of  taxable  payroll ;  $1 .  4  billion 
annually. 
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(c)  $4,800  —  $1  of  benefits  withheld  for  each  $2 
of  earnings  above  $4,800. 

Cost:   .34%  of  taxable  payroll;  $2.1  billion 
annually. 

(d)  $6,000  —  $1  of  benefits  withheld  for  each  $2 
of  earnings  above  $6,000. 

Cost:   .41%  of  taxable  payroll;  $2.5  billion 
annually. 

2.   Lowering  Age  at  Which  Retirement  Test  Will  Not  Apply 

The  original  test  had  no  termination  date  based  upon  age. 
In  1950,  the  age  at  which  the  retirement  test  would  not  apply 
was  established  at  age  75,  and  then  lowered  to  age  72  in 
1954.   The  following  are  three  possible  alternatives: 

At  age  70  —  cost  .07%  of  taxable  payroll;  $432  mil- 
lion annually. 

i 

At  age  68  —  cost  .17%  Of  taxable  payroll;  $1  billion 
annually. 

At  age  65  --  cost  .43%  of  taxable  payroll;  $2.7  bil- 
lion annually. 


Apply  the  Test  on  a  Graduated  Basis  so  as  to  Assure 
Each  Individual  a  Specific  Income  before  any  Reduction 

Provide  an  annual  exempt  amount  equal  to : 

(a)  $3,000  minus  the  annual  benefits  to  which  the 
individual  is  entitled  with  a  $l-for-$2  reduction 
above  the  exempt  amount. 

Cost:   negligible. 

(b)  $5,000  minus  the  annual  benefits  to  which  the 
individual  is  entitled  with  a  $l-for-$2  reduction 
above  the  exempt  amount . 

Cost:   .15%  of  taxable  payroll;  $930  million 
annually. 
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(c)  $6,000  minus  the  annual  benefits  to  which  the 
individual  is  entitled  with  a  $l-for-$2  reduc- 
tion above  the  exempt  amount. 

Cost:   .27%  of  taxable  payroll;  $1.7  billion 
annually, 

(d)  $9,000  minus  the  annual  benefits  to  which  the 
individual  is  entitled  with  a  $l-for-$2  reduc- 
tion above  the  exempt  amount. 

Cost:   .43%  of  taxable  payroll;  $2.7  billion 
annually. 

Under  proposals  such  as  these,  the  provisions  of  present 

law  would  continue  to  apply  in  individual  cases  when  a  higher 

exempt  amount  would  result. 

4 .  '  Apply  the  Test  to  All  Income 

Provide  that  in  determining  an  individual's  income, 
all  income,  except  social  security  benefits,  veteran's 
benefits,  and  need-related  payments  would  be  counted: 

(a)  $2,400  annual  exempt. amount  with  a  $l-for-$2 
reduction  for  income  above  $2,4  00. 

Cost:   .03%  of  taxable  payroll;  $19  million 
annually. 

(b)  $3,000  annual  exempt  amount  with  a  $l-for-$2 
reduction  for  income  above  $3,000. 

Cost:   .14%  of  taxable  payroll;  $864  million 
annually. 

(c)  $3,600  annual  exempt  amount  with  $l-for-$2 
reduction  for  income  above  $3,600. 

Cost:   .21%  of  taxable  payroll;  $1.3  billion 
annually. 
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(d)  $4,800  annual  exempt  amount  with  a  $l-for-$2 
reduction  for  income  above  $4,800. 

Cost:   .31%  of  taxable  payroll;  $1.9  billion 
annually. 

(e)  $6,000  annual  exempt  amount  with  a  $l-for-_$2 
reduction  for  income  above  $6,000. 

Cost:   .37%  of  taxable  payroll;  $2.3  billion 
annually. 

(f)  $10,000  annual  exempt  amount  with  a  $l-for-$2 
reduction  for  income  above  $10,0  00. 

Cost:   .41%  of  taxable  payroll;  $2.6  billion 
annually. 

F.   NRTA-AARP  Position  v;ith  Respect  to  the  Retirement  Test 

The  legislative  position  of  our  organizations  with  respect 

to  the  retireraent  test  was  expressed  by  our  Legislative  Council 

as  follows: 

We  urge  that  the  Social  Security  Act  be  amended 
to  permit  annual  earned  income  of  at  least  $3,600 
without  any  reduction  in  benefits. 

Within  the  limitation  of  our  legislative  position,  our 

63 

organizations  are  prepared  to  support  S.  G32 ,   a  bill  introduced 

by  Senator  Church  to  increase  to  $3,000  the  earnings  which  may 
be  received  without  penalty  per  year. 

In  support  of  the  position  of  our  Associations,  we  would 
like  to  call  the  attention  of  the  Committee  to  an  analysis  pre- 
pared for  use  at  this  hearing  and  appended  to  this  prepared  state- 
ment.  This  report  concludes  that  an  increase  in  the  retirement 
test  to  $3,600  per  annum  would  probably  result  in  slightly   in- 
creascd  labor  force  participation  by  the  aged  but  v.'ould  certainly 
^^'  S.    632,  92d  Congress,  1st  Sess.,  (1973). 
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have  a  greater  impact  in  this  respect  than  did  the  less  substantial 
liberalizations  v.'hich  occurred  under  the  Social  Service  amendments 
in  1960,  1965,  and  1967.   The  proposal  would  result  in  average  in- 
creased earnings  for  older  working  OASDI  beneficiaries  of  $375  and 
ah  increase  in  the  mean  income  for  this  group  of  approximately  5%. 
The  earnings  group  which  would  stand  to  benefit  the  most  in  terms 
of  increased  OASDI  benefits  would  be  those  with  earnings  of  about 
$3,600.   The  total  increase  in  benefits  accruing  to  wofkers  65 
and  over  would  be  approximately  $1.2  billion.   This  coupled  with 
averago  increased  earnings  of  $375  on  a  total  of  $1.2  billion 
($375  X  3.2  million  workers)  would  yield  additional  income  in  the 
order  of  $2.4  billion  to  the  working  beneficiary  group. 

The  benefits  that  would  be  paid  out  to  older  workers  who  are 
OASDI  beneficiaries  would  be  the  major  cost  consequence  of  the 
proposal.   However,  the  cost  of  increased  benefits  paid  out  may  not 
be  a  matter  of  simply  looking  at  dollar  figures.   The  question  one 
must  ask  is  what  are  the  implications  of  giving  more  benefits  to 
the  employed  segment  of  the  65  and  over  group.   If  the  SSA  has  a 
budget  constraint,  then  increased  benefits  to  this  group  may  imply 
lower  overall  benefits,  than  would  otherv/ise  be  the  case,  to  the 
remainder  of  the  65  and  over  age  group.   In  other  words,  what  may 
well  occur  is  a  redistribution  of  Social  Security  benefits  away 
from  the  unemployed  segment  of  the  6  5  and  over  age  group  in  favor 
of  the  employed  segment.   This  v;ould  be  a  desirable  outcome 
if  the  economic  status  of  the  latter  group  is  lower  than  that  of 
the  former.   Although  the  income  data  alone  v;ould  indicate  that- 
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this  is  not  the  case,  it  may  well  be  that  the  net  worth  of  the 
employed  older  population  tends  to  be  less  than  that  of  the  un- 
employed group.   Unfortunately,  the  data  with  respect  to  the 
financial  resources  available  to  the  aged  for  purposes  of  sup- 
plementing their  incomes  is  crude  and  inconclusive.   Precise 
data  with  respect  to  net  worth  could  well  establish  the  equity 
for  increasing  the  retirement  test  to  $3,600.   The  very  fact  that 
those  who  would  benefit  from  a  further  liberalization  of  the 
retirement  test  are  employed  persons  seems  to  imply  that  their 
net  worth  is  insufficient  in  most  individual  cases  to  supplement 
social  security  benefits  and  that  earnings  from  employment  are 
needed.  .         •  _ 

We  recognize  that  the  retirement  test  is  not  merely  an  eco- 
nomic or  philosophical  issue;  it  is  also  a  highly  emotional  one 
as  was  demonstrated  at  the  1971  White  House  Conference  on  Aging. 
Moreover,  we  must  keep  in  mind  that  though  a  minority  of  the 
aged  would  actually  be  affected  by  a  further  liberalization  to 
$3,600  --  this  "minority  might  be  as  many  as  1.5  million. 

We  must  also  keep  in  mind  that  the  American  retiree  continues 
to  feel  abused  and  to  complain  that  he  should  be  deprived  of  his 
pension  because  he  engages  in  paid  employment,  particularly  in 
face  of  the  fact  that  his  neighbor  doincj  no  work  and  living  well 
on  income  from  stocks  and  bonds  receives  a  full  pension.   To  the 
older  American.-  this  is  discrimination  in  favor  of  the  well-to-do 
and  reward  for  idle  living.   He  feels  this  more  acutely  because 
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it  is  a  disincentive  to  paid  work  on  which  his  lifelong  status 
has  rested.   It  is  a  violation  of  the  work  ethic  in  penalizing 
productive  work  for  which  one  is  paid.   No  amount  of  logical  ar- 
gument is  likely  to  dissipate  this  feeling. 

The  fact  is  that  our  present  law  is  a  compromise  which  re- 
flects both  the  theory  that  Social  Security  is  insurance  against 
loss  of  earnings  requiring  a  deduction  from  benefits  v;hen  earn- 
ings occur  on  the  one  hand  and  our  instinctive  -feeling  "on  the 
other  that  we  should  encourage  and  not  discourage  the  desire  to 
work  and  be  productive.   Thus,  we  do  permit  some  earnings  without 
penalty  or,  to  put  it  conversely,  we  do  not  penalize  for  all 
earnings.   Furthermore,  we  do  concede  that  at  72,  we  should  pro- 
vide no  penalty  for  any  earnings  but  should  encourage  as  much 
self-support  as  possible. 

The  truth  is  that  our  unwillingness  to  go  the  whole  way  in 
recognizing  that  Social  Security  benefits  are  in  fact  a  pension 
in  the  nature  of  an  annuity  and  not  subject  to  deduction  for 
earnings  is  due  to  two  factors  --  cost  and  the  desire  of  many 
groups  to  remove  the  oldest  part  of  the  work  force  to  make  way 
for  younger  workers.   The  latter  reason  goes  back  to  the  depres- 
sion days  of  the  1930 's  when  Social  Security  was  enacted  in  part 
to  enable  older  workers  to  get  out  of  the  labor  market.   In  our 
view,  this  is  still  a  motivating  force  in  arguments  for  retention 
of  the  retirement  test. 

The  argument  for  further  liberalization  of  the  test  receives 
sups-'-ort  from  the  need  to  encourage  rather  than  discourage  people 
from  doing  their  best  to  support  themselves  by  their  own  effort. 
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V.   A.   Bipartisan  Social  Security  Board 

The  elderly  have  a  special  interest  in  the  quality  and 
economic  and  social  soundness  of  the  OASDHI  system  and  in  the 
integrity  and  objectivity  of  its  administration.   The  system 
has  grown  rapidly  and  the  dependence  that  millions  of  the 
elderly  have  placed  upon  it  for  their  financial  security  and 
health  protection  has  increased  proportionately.   The  Associa- 
tions believe  that  the  time  has  arrived  to  take  steps  to   assure 
the  continuity  of  the  type  of  supervision,  direction  and  develop- 
ment of  the  system  which  the  country  has  enjoyed  in  the  past. 
We  think  that  one  important  step  in  the  furtherance  of  this 
objective  would  be  to  return  to  the  three-mem.ber-bi-partisan 
board  type  of  administration  which;,  in  our  judgment,  contributed 
so  importantly  to  the  success  of  our  program  in  the  United  States 
and  to  the  confidence  which  the  public  has  in  its  administration. 

The  scope  and  technical  character  of  our  testimony  is  only 
one  evidence  of  the  diversity  and  of  the  social  economic  signifi- 
cance of  the  program.s  which  make  up  the  American  social  security 
system.   Social  Security  legislation  has  been  expanded  and  Improved 
in  the  risks  covered,  in  its  coverage  and  the  protection  provided 
many  tim.es  since  its  original  enactment  in  1935.   Even  since  19^6 
when  the  present  Social  Security  Administration  succeeded  the  bi- 
partisan Social  Security  Board  the  scope  of  responsibilities  has 
been  extended  to  include  social  insurance  protection  against  the 
costs  of  hospitalization  and  medical  care  for  the  elderly  as  well 
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as  for  the  newly  federalized  public  assistance  prograra  of 
Supplementary  Security  Income. 

These  programs  when  added  to  the  earlier  ones  which 
provided  social  insurance  income  protection  for  the  aged^, 
for  the  survivors  of  workers  who  die  and  for  the  permanently 
disabled,  present  as  formidable  and  as  challenging  a  respons- 
ibility as  exists  in  government. 

These  programs  touch,  very  personally  and-  intimately, 
the  lives  of  practically  every  individual  in  the  United  States. 
They  contribute  in  direct  and  important  v/ays  currently  to  the 
security,  well-being  and  happiness  of  many  millions  of  people 
of  all  ages  and  to  the  elderly  in  particular. 

In  view  of  considerations  such  as  these  and  in  the 
interest  of  providing  the  type  of  organization  which  could 
best  assure  integrity,  competence  and  impartiality  in  the 
administration  and  development  of  the  original  Social  Security 
Act  of  1935>  the  Congress  and  the  President  agreed  upon  the 
three-member  bi-partisan  Board  as  the  most  likely  organi- 
zational device  for  accomplishing  these  objectives.  More- 
over, as  a  further  protection  against  undo  political^ 
intervention  and  to  foster  a  career  service  for  competent 
personnel,  ass  staff  were  required  to  qualify  under  Civil 
Service. 

From  the  enactment  of  the  original  social  security 
legislation  in  August  1935  until  1939  the  Social  Security 
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Board  functioned  as  an  independent  agency  reporting  directly  to 
the  President,   In  1942  the  Board  together  with  the  Public 
Health  Service  and  the  Office  of  Education  (Reorganization 
Plan  Kg.  1  of  1939)  were  placed  within  the  Adialnistrative 
jurisdiction  of  the  Federal  Security  Agency,   The  Board,  how- 
ever, on  essentially  policy  matters,  was  directed  by  the 
President  to  report  directly  to  hiin.   In  1946  the  Board  was 
abolished  (Reorganization  Plan  2  of  1946)  and  was-  succeeded  by 
a  single-headed  "Adtiiinistration"  without  change  in  function 
except  that  the  Childrens  Bureau  was  transferred  to  it  from 
the  Department  of  Labor.   There  was  no  break  in  the  continuity 

f  policy  or  direction  since  Arthur  J,  Altmeyer,  the  Chairman 
of  the  abolished  Board  became  the  Commissioner  of  the 'Social 
Security  Administration. 

To  complete  the  sequence  of  organizational  changes  the 
Social  Security  Administration  in  1962  was  divested  of  its 
responsibility  for  the  Federal-State  program  of  public  assist- 
ance but  carried  on  with  what  was  formerly  the  Bureau  of  Old 
Age  and  Survivors  Insurance  to  which  hospitalization  and  medi- 
care has  been  added. 

Convincing  evidence  of  the  success  of  the  Board  in  the 
development  of  sound  policy,  in  the  creation  of  an  efficient 
organizational  structure,  in  the  recruitment  of  an  extra- 
ordinarily capable,  well-trained  and  dedicated  staff  and  in 
establisliing  a  reputation  for  integrity  and  competence,  is 
so  generally  accepted  that  success  is  no  longer  debatable. 
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Th^re  is  little  question  but  that  these  early  beginnings  laid 
the  general  ground  work  for  the  reputation  which  the  Social 
Security  Administration  still  enjoys. 

It  should  be  added  that  the  circumstances  which  resulted 
in  the  abolition  of  the  Board-type  of  administration,  according 
to- those  on  the  scene  at  the  time,  had  nothing  whatever  to  do 
v.'ith  the  internal  operations,  policy,  or  management  of  the  Board. 
Rather  the  change  was  the  result  of  an  attempt  to  rationalize 
the  organization  of  government  as  a  whole  and  to  reduce  the 
number  of  agencies  reporting  to  the  President. 

This  is  not  the  occasion  to  go  into  detail  regarding  a 
Board  and  its  functioning  other  than  to  stress  the  desirability 
of  capitalizing  on  the  successful"  experience  of  the  past.  We 
recommend  a  three  member  bi-partisan  Board,  t'ljo  of  the  three 
being  of  the  majority  party,  and  all  to  be  named  by  the 
President  with  the  advice  and  consent  of  the  Senate.   The 
President  would  select  the  Chairman  and  all  members  would  serve 
at  his  pleasure.   The  Board  would  be  concerned  primarily  with 
policy  formulation  but  vjould  operate  through  an  Executive  ' 
Director.   The  Executive  Director  would  have  to  qualify  imder 
Civil  Service  rules  but  would  serve  at  the  pleasure  of  the  Board. 

The  Associations  are  aware  of  other  and  broader  organi- 
zational questions  incident  to  the  formulation  of  a  Board  such 
as,  whether  it  would  becojr.e  an  "independent"  agency  reporting 
directly  to  the  President  or  would  take  its  place  as  a  constituent 
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of  an  existing  executive  department. 

The  social  security  field  is  certainly  large^  important, 
and  distinctive  enough  to  justify  separate  organizational  status. 
Even  more  so  vrould  this  be  true  if  other,  closely  related  income 
maintenance  programs,  such  as  unemployment  compensation' and 
railroad  retirement  be  added  to  it.   However,  we  believe  that  a 
Boaird  could  operate  effectively  within  a  larger  organization  if 
necessary  Just  as  it  did  within  the  Federal  Security  Agency  and 
as  some  other  boards  and  commissions  do  at  the  present  time. 
In  this  case  it  would  be  well  to  spell  out,  in  the  law,  the  full 
scope  of  the  Board's  authority. 

The  Board  should  be  constituted  as  to  enable  it  to 
provide  continuity  of  policy  and  operations,  to  protect  it 
against  purely  partisan  political  intervention  and  to  make  it 
promptly  responsive  to  the  interests  of  its  constituency. 
Being  bi-partisan  and  thus  largely  non-partisan  the  Board's 
objectivity  might  be  less  a  matter  of  concern  to  some  members 
of  Congress  than  is  the  case  with  a  single  appointive 
Commissioner. 

The  Associations  are  aware  of  the  importance  of  this 
rec^ommendation  and  realize  that  it  will  need  considerable 
study.   We  will  be  happy  to  render  any  assistance  in  this 
respect  that  we  can. 
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j  SUPPLEMENTAL-  SECURITY  INCOME 

Another  area  which  we  would  like  to  discuss  is  the  newly 
established  Supplemental  Security  Income  program.   Our  Associations 
actively  supported  and  promoted  the  passage  of  this  important  new  pro- 
gram and  considered  its  enactment  to  be  strong  positive  evidence  of  a 
continuing  federal  commitment  to  eliminate  poverty  among  our  elderly 
E)opulation.   We  feel  that  enactment  of  the  Supplemental  Security  Income 
program  illustrates  a  general  agreement  in  this  country  as  to  the 
desirability  of  a  three-level  approach  to  income  security  for  aged, 
blind  and  disabled  persons.   The  first  level  consists  of  savings, 
private  retirement  systems  and  other  benefit  programs  stemming  from  a 
lifetime  of  employment.   The  second  level  of  protection  is  Social 
Security  --  a  universal  system  of  publicly-administered  retirement, 
survivors,  disability  and  health  insurance  protection,  contributory  in 
nature  and  wage-related.   The  new  Supplemental  Security  Income  program 
will  provide  a  third  level  of  protection  in  the  form  of  assistance  for 
those  who,  taking  all  income  into  account,  still  do  not  have  an  income 
sufficient  to  meet  their  minimum  needs. 

We  applaud  the  use  of  general  revenues  to  accomplish  what  is 
basicly  a  program  of  income  redistribution  and  enthusiastically  support 
the  establishment  of  federal  eligibility  standards  which  will  eliminate 
inequities  resulting  from  variations  in  eligibility  standards  from 
state  to  state.   We  feel  that  the  elimination  of  property  lien  and 
relative  responsibility  provisions  and  the  exclusion  of  the  an 
individual's  home,  car,  personal  effects  and  household  goods  and 
furnishings  in  determining  the  value  of  resources  will  support  and 
enhance  the  personal  dignity  of  those  who  receive  Supplemental  Security 
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Income  payments.   We  further  applaud  the  incentive  to  continued 
employment  built  into  the  SSI  program. 

Our  Associations  recognize  that  the  Supplemental  Security  Income 
program  has  not  yet  been  placed  in  operation  and  should  probably  be 
allowed  to  function  for  a  reasonable  period  of  time  before  any  major 
alterations  are  made  in  its  structure.   Bearing  this  in  mind,  Ni^TA  and 
AARP  would  like  to  suggest  a  few  directions  for  change  which  this 
Committee  may  want  to  consider  for  the  future. 

First,  it  is  our  feeling  that  the  income  floor  guaranteed  by  the 
Supplemental  Security  Income  program  should  be  pegged  at  or  above  the  ■ 
poverty  level.   The  so-called  "poverty  threshold"   developed  by  the 
Social  Security  Administration  Office  of  Research  and  Statistics  was 
set  in  1972  at  an  annual  income  of  $2005  for  an  individual  over  age  65 
not  living  on  a  farm  and  $2530  for  non-farm  couple  over  age  65.   The 
annual  income  floor  provided  by  the  Supplemental  Security  Income  program 
beginning  in  January  1974  will  be  $1560  for  an  individual  and  $2340  for 
a  couple.   Although  these  amounts  will  rise  to  $1680  for  an  individual 
and  $2520  for  a  couple  in  July  1974,  the  cost  of  living  has  already 
increased  significantly  since  1972  and  can  be  expected  to  increase  still 
further,  so  that  these  higher  amounts  will  continue  to  fall  far  below 
the  government-designated  "poverty  threshold." 

We  feel  that  it  is  not  too  much  to  ask  that  elderly,  blind  and 
disabled  persons  be  guaranteed  an  income  sufficient  to  lift  them  from 
poverty.   SSI  benefits  should  provide  an  income  at  least  equal  to  the 
"poverty  threshold,"   and  the  limited  Social  Security  benefits  and 
earnings  which  recipients  are  permitted  to  retain  should  be  used  to 
raise  them  to  an  income  above  this  level. 
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Once  the  income  floor  guaranteed  by  the  SSI  program  has  been 
raised  to  a  point  at  or  above  the  poverty  level,  an   automatic 
escalator  mechanism  should  be  put  into  effect,  geared  to  increases  in 
the  Consumer  Price  Index.   This  would  prevent  the  program  from  losing 
ground  as  the  cost  of  living  rises. 

In  addition  our  Associations  feel  that  the  Supplemental  Security 
Income  program  should  take  better  account  of  regional  variations  in  the 
cost  of  living.  We  recognize  that  these  regional  variations  create  a 
complex  problem  and  that  the  issue  was  discussed  at  length  during  the 
period  of  consideration  preceeding  the  enactment  of  the  SSI  program. 
However,  NRTA  and  AARP  feel  that  the  Special  Committee  on  Aging  might 
profitably  devote  further  attention  to  this  question. 

At  the  present  time  there  are  no  adequate  statistics  available  to 
express  regional  variations  in  the  poverty  threshold.   The  figures 
developed  by  the  Social  Security  Administration  Office  of  Research  and 
Statistics  express  only  variations  between  farm  and  non-farm  living 
costs  and  not  variations  from  one  state  or  region  to  another.   However, 
we  feel  that  it  would  be  both  possible  and  useful  to  develop  these 
figures  in  some  detail.   The  Bureau  of  Labor  Statistics  publishes  an 
annual  study  entitled  Three  Budgets  for  a  Retired  Couple  in  Urban  Areas 
of  the  United  States  which  provides  information  on  differences  in  living 
costs  in  communities  across  the  nation  at  low,  moderate  and  high  budget 
levels.   These  budgets  are  expressed  in  terms  of  the  amount  of  money 
necessary  to  maintain  a  given  standard  of  living  (broken  down  into  expen- 
ditures for  food,  clothing,  shelter,  transportation,  medical  care,  etc.) 
in  selected  urban  areas. 
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In  spring  of  1970  the  annual  cost  of  the  lower  budget  for  a 
retired  couple,  (defined  as  "low"  rather  than  a  "subsistence"  standard 
of  living)  varied  from  $3558  in  Hartford,  Connecticut,  to  $2797  in  Baton 
Rouge,  Louisiana,  and  $4457  in  Anchorage,  Alaska.   It  appears  reasonable 
to  expect  that  these  cost-of-living  variations  would  be  reflected,  at 
least  to  some  extent,  in  a  subsistence  budget  as  well. 

Our  Associations  urge  that  the  Special  Committee  on  Aging  undertake 
a  study  to  determine  whether  or  not  state  supplementation  can  adequately 
accommodate  regional  variations  in  the  cost  of  living.  If  state  supple- 
mentation proves  to  be  insufficient  in  making  this  accommodation,  the 
basic  federal  payment  might  be  adjusted  to  reflect  cost-of-living  varia- 
tions. In  addition,  states  might  be  permitted  to  differentiate  in  state 
supplemental  payments  between  the  needs  of  persons  living  in  urban  and 

in  rural  areas. 

With  regard  to  the  question  of  state  supplementation,  our  Associa- 
tions feel  that  states  will  find  it  politically  unfeasible  either  to 
discontinue  supplementation  after  1974  or  to  deny  supplementation  to 
persons  entering  the  rolls  after  December  1973.  However,  this  is 
clearly  a  matter  which  the  Congress  should  monitor  closely.  Without 
state  supplemental  payments,  the  federal  SSI  payment  will  be  clearly 
insufficient  in  many  areas  of  the  country. 

With  regard  to  the  food  stamp  and  commodity  distribution  programs 
for  recipients  of  Supplemental  Security  Income,  our  Associations  feel 
that  these  programs  are  no  substitute  for  an  adequate  income.   However, 
until  such  time  as  the  income  floor  guaranteed  by  the  SSI  program  attains 
a  level  at  or  above  the  poverty  level,  our  Associations  feel  that 
eligibility  for  the  food  stamp  and  commodity  distribution  programs 
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must  be  continued  for  SSI  recipients.   The  Department  of  Agriculture 
has  estimated  that  an  individual  with  a  monthly  income  of  $183  or  less 
and  a  couple  with  a  monthly  income  of  $240  or  less  will  need  food 
stamps  in  order  to  maintain  an  adequate  level  of  nutrition.   Until  such 
time  as  the  income  floor  guaranteed  by  the  SSI  program  reaches  at  least 
these  minimum  levels,  food  stamps  should  be  provided.   We  are  deeply 
concerned  by  the  recent  actions  of  the  House  of  Representatives  in 
voting  to  deny  eligibility  for  food  stamps  to  elderly,  blind  and  dis- 
abled persons.   We  cannot  believe  that  the  individuals  who  voted  in 
this  manner  can  have  realized  the  full  implications  of  their  action. 

Our  Associations  feel  that  the  Supplemental  Security  Income 
program  will  have  an  important  impact  on  the  Social  Security  system 
because  it  will  free  Social  Security  to  concentrate  on  a  single  goal  — 
that  of  providing  income  to  replace  earnings  lost  as  a  result  of  the 
retirement,  disability  or  death  of  a  family's  wage-earner.   It  will  no 
longer  be  burdened  with  the  responsibility  for  providing  a  minimum 
level  of  income  without  regard  to  previous  contributions  to  the  system. 

With  the  inauguration  of  the  SSI  program  it  may  prove  desirable 
to  eliminate  the  concept  of  a  "minimum  benefit"  under  Social  Security. 
The  minimum  benefit,  now  $84.50  per  month,  was  originally  instituted 
on  humanitarian  grounds  to  provide  a  minimum  level  of  income  to 
individuals  v;ithout  any  other  source  of  income.   The  Supplemental 
Security  Income  program  now  provides  an  alternative  means  of  guarantee- 
ing this  income  level.   Furthermore,  many  of  the  persons  now  receiving 
minimum  benefit  are  eligible  to  do  so  because  they  worked  largely  under 
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another  retirement  system,  such  as  the  Civil  Service  system,  and 
only  marginally  under  the  Social  Security  system.   The  individual's 
level  of  income  is  not  taken  into  account  in  determining  his  eligib- 
ility for  the  minimum  benefit. 

Although  our  Associations  feel  that  the  minimum  benefit  is  no 
longer  essential,  we  continue  to  support  the  concept  of  the  "special 
minimum  benefit"  for  individuals  who  worked  long  years  under  the 
Social  Security  system  but  received  low  wages.   We  feel  that  the 
long  term  of  employment  should  be  given  more  weight  in  these  cases 
than  the  level  of  contribution  made  by  the  worker. 
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PRIVATE  PENSIONS 

I.  Introductory  Remarks 

Despite  the  oonsiderable  progress  made  in  recent  yeairs  with  respect 
to  social  security  and  other  ccnponents  of  retirement  incone,  the  degradation 
of  inadequate  income  persists  as  a  frequent  incident  to  the  process  of  aging. 
Excluded  fron  the  labor  force,  the  older  person  finds  himself  also  excluded 
frcm  participation  in  the  standard  of  living  nade  possible  by  the  increased 
econcmic  productivity  to  V'^iich  he  ccxitributed  his  labor  during  his  working 
years. 

To  ameliorate  the  inpact  of  age  an   individual  inccroe,  new  sources 
must  be  utilized  to  supplement  the  basic,  but  inadequate  retirertent  benefits 
provided  by  the  public  benefit  systems.  The  need  for  such  new  sources  is 
increasing.  With  a  net  increase  of  3.5  million  persons,  age  65  and  over, 
between  the  1960  and  1970  censuses,  one  out  of  every  ten  persons  in  this 
country  today  is  an  older  American.   Moreover,  the  1970  level  of  20  millicn 
older  persons  is  ejqjected  to  increase  to  25  million  by  1985,  and  to  28  million 
by  the  year  2000.''  To  accornnodate  the  projected  income  needs  of  this 
increasingly  substantial,  yet  least  visible  minority  population,  attention 
should  be  focused  on  encouraging  personcLL  savings  for  retirorent  and  on 
utilizing  more  effectively  the  system  of  enployee  pension  benefit  plans. 

Unfortunately,  the  performance  of  this  coimtry's  system  of  employee 
pension  benefit  plans  has  been  daronstrably  inadequate.  With  intolerable 
frequency,  the  existing  system  has  failed  to  provide  expected  benefits  to 
retirees. 


1.  H.  Brotnan,  FACTS  AND  FIGURES  CM  OLDER  AMERICANS:  THE  OLDER  POPULATION 
REVISTED,  H.E.W.  (Social  and  Rehabilitation  Service  and  Administration 
on  Aging)  Pub.  No.  182,  P.  1,  (19~1) . 

2.  H.  Brotman,  THE  OLDER  POPULATION:   SOTE  F.^CTS  WE  SHOULD  KNOW,  H.E.W. 

(S.R.S.  and  AQA)  Pub.  No.  20005,  p.  1,  (1572). 
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Our  Associations  are  convinced  that  if  this  system  is  ever  to 
oontribute  effectively  to  the  amelioration  of  the  problem  of  insufficient 
incone  aitong  our  older  citizens,  it  must  became  a  reasonably  reliable 
source  of  si^plenental  retirement  incore.  Vfe  further  believe  that  such 
reasonable  reliability  can  only  be  predicated  upon  the  enactment  of 
OOTtprehensive,  Federal  regulatory  legislation  that  mandates  minimum  per- 
formance standards  to  viuch  each  enployee  pension  benefit  plan  must  conform. 
Only  legislation  tlTat  contains  minimum  standards  with  respect  to  vesting, 
funding,  portability,  termination  insurance,  disclosure  emd  fiduciary 
responsibilities  will  be  sufficiently  conprehensive  to  achieve  an  acceptable 
degree  of  reliability  and  to  assure  thereby  a  performance  by  enployee  pension 
benefit  plans  commensurate  with  pranise. 

Vfe  are  convinced  that  the  abuses  and  inadequacies  inherent  in  the 
present  system  cannot  be  ooirrected  through  the  pursuit  of  a  piecemeal, 
haphazard  legislative  approach.  This,  we  believe,  was  the  major  deficiency 
of  H.R.  12272  and  its  corpanion  S.3012  whj.ch  were  introduced  on  behalf  of 
the  Administration  during  the  92nd  Congress.  Enacted  standards  which  result 
in  the  ejqsansion  of  enplo\'ee  coverage  under  enployee  pension  benefit  plans 
and  the  liberalization  of  vesting  requirements  \mder  such  plans  will  maximize 
the  probability  of  private  pension  receipt  by  future  retirees  only  if  sadh 
standards  are  reinforced  by  an  adequate  funding  standard  and  termination 
insurance  program.  As  we  said  last  June,  in  our  pension  reform  testimony 


3.  H.  R.  12272,  92dCong.,  1st  Sess.  (1971). 

4.  S.3012,  92dCong.,  1st  Sess.  (1971). 
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before  the  Subcoittnittee  on  Labor  of  the  Senate  Cortitattee  on  Labor  and 
Public  Welfare: 

"Any  legislaticai  enacted  by  the  Congress 
that  includes  standards  for  coverage  and 
vesting  but  fails  to  include  requirements 
for  funding  and  insurance  will  be  a  legisla- 
tive gesture  designed  more  to  assuage  worker 
discontent  than  to  provide  retirement 
benefits."^ 

II.  The  Justification  for  Pension  Reform  Legislation 

A.  The  System's  Inadequate  Protection  of  the  l\brker. 

The  inadequate  performance  of  the  existing  system  of  eitployee 

pension  benefit  plans  has  been  extensively  docunented  in  the  Preliminary 

Fteport^  and  Statistical  Analysis^  of  private  plans  undertaken  by  the 

Subconmittee  on  labor  of  the  Senate  Ccxumittee  on  Labor  and  Public  Vfelfare 

8        9 
pursuant  to  Senate  resolutions  in  both  the  91st  and  92nd  Congresses. 


5.  Hearings  on  S.  3598  before  the  Subcoimdttee  on  Labor  of  the  Senate 
Comnittee  on  Labor  and  Public  Wfelfare,  92d  Cong.,  2d  Sess.,  Pt.  1, 
at  158  (1972)  (hereinafter  referred  to  as  Hearings  on  S.3598). 

6.  Suhcoim.  on  Labor  of  the  Senate  Comrdttee  on  Labor  and  Pub.  Vfelfare, 
92nd  Cong.,  1st  Sess.,  Preliminary  Report  of  the  Private  Welfare  and 
Pension  Plan  Study  (Comm.  Print  1971)  (hereinafter  referred  to  as 
Preliminary  Report) . 

7.  Subcatm.  on  Labor  of  the  Senate  Cormittee  on  Labor  and  Pub.  Vfelfare, 
92nd  Cong.,  2d  Sess.,  Statistical  Analysis  of  Major  Characteristics 
of  Private  Pension  Plans  (Camn.  Print  1972)  (hereinafter  referred  to 
as  Statistical  Analysis) . 

8.  S.  Res.  360,  91st  Cong.,  2d  Sess.  (1970). 

9.  S.  Res.  35,  92d  Cong.,  1st  Sess.  (1971);  S.  Res.  235,  92d  Cong., 
2d  Sess.  (1972). 
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The  Preliminary  Report  disclosed  that: 

"Out  of  a  sairple  covering  a  total  of  6.9  million  [pension 
plan]  participants  since  1950,  [only]  253,118  or  4  percent 
have  received  any  kind  of  normal,  early  deferred  vested 

retirement  benefit " For  every  two  employees  vAo  received 

a  benefit,  one  errployee  with  more  than  15  years  of  service 
forfeited.  For  every  one  errployee  who  received  a  benefit, 
one  enployee  with  more  than  10  years  of  service .  .  . ,  nearly 
three  employees  with  more  than  5  years  of  service .  .  . , [and] 
16  enployees  with  five  years  service  or  less  forfeited.  "■'•'^ 

It  is  aj^arent  to  us  that  the  present  system  has  failed  to  provide  a 

reasonable  degree  of  pension  security  for  the  present  generation  of  retirees. 

MDre  ccninous,  hcwever,  are  the  findings  contained  in  the  Statistical 

Analysis.  About  13%  of  the  plans  studied  therein  did  not  provide  for  any 

vesting  of  benefits.    Eight  percent  of  plans  having  vesting  provisions 

expressed  as  a  combination  of  age  and  service  required,  at  least  age  50  and 

12 
20  years  of  service  for  a  vested  right.    Of  the  plans  which  contained  only 

a  service  requirement  for  vesting,  over  one-fourth  required  more  than  15 

years  of  service  to  qualify.    Ttoreover,  although  a  imjority  of  the  plans 

studied  were  found  to  be  well  funded,  a  significant  minority  were  found  to 

14 
be  substantially  underfunded.    Findings  such  as  these  lead  us  to  believe 

that  the  past  and  current  inadequacy  in  the  performance  of  the  existing 

system  of  enployee  pension  benefit  plans  is  likely  to  continue  as  increasing 

numbers  of  workers  enter  upon  their  retirement  years,  unless  remedial 

legislation  is  enacted. 

Although  our  Associations  concur  in  the  findings  of  the  Senate  Labor 

Subcoimiittee,  our  concurrence  is  motivated,  at  least  in  part,  by  the 

empixical  evidence  we  have  received  over  the  years  through  correspondence 


10.  Preliminary  Report,  supra  note  6,  at  5. 

11.  Statistical  Analysis,  si:pra  note  7,  at  37. 

12.  Id. 

13.  Id. 

14.  Id.  at  38. 
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from  our  irerhers,  among  v^xrn  are  many  whose  private  pension  e>53ectations 
have  been  frustrated  by  the  very  inadequacies  documented  in  the  Statistical 
Analysis .  No  a.^ount  of  data  can  adequately  neasure  or  describe  the  individual 
hcurdships  worked  upon  the  helpless  victims  of  the  present,  insensitive,  and 
often  capricious,  system.  Repeatedly,  members  have  described  how  the  private 
pension,  for  vdiich  they  worked  so  long  and  on  which  they  based  so  much  of 
their  expectation  for  that  added  degree  of  income  security  necessary  for  a 
reasonably  comfortable  retirement  life,  was  lost  because  of  unreasonable 
vesting  schedules,  inadequate  funding,  corporate  liquidations  or  reorganizations, 
breaches  of  fiduciary  duties  and  other  inadequacies. 

In  the  light  of  the  findings  of  the  Senate  Labor  Subconniittee '  s  Report 
and  Statistical  Analysis  and  the  corroborating,  errpirical  evidence  that  has 
cone  to  our  attention  through  our  membership  correspondence,  we  are  without 
doubt  that  Federal  regulation  is  needed.  But  other  factors  also  notivate  our 
adherence  to  this  position. 

B.  The  Extent  of  the  Federal  Govemitent's  Interest 

One  of  the  factors  that  have  contributed  to  the  expansion  of  and 
continuing  inprovaneftt  in  the  system  of  enployee  pension  benefit  plans  has 
been  the  extensive  income  tax  subsidies  offered  by  the  Federal  Government, 
through  I.R.C.  §§402,  403,  and  501,  to  pension,  stock  bcnxis  and  profit  sharing 
plans  viMch  iieet  the  requirements  of  I.R.C.  §401.  The  Revenu«Act  of  1921, 
providing  an  exertption  from  current  taxation  of  the  income  of  a  tnist  created 


15.  See,  e.g..  Hearings  on  S.  4  before  the  Subccnm.  on  Labor  of  the  Senate 
Comnittee  on  Labor  and  Pub.  Vfelfare,  93d  Cong.,  1st  Sess.,  Prepared 
Statement  of  Bernard  E.  Nash,  Executive  Director,  NKTA-AARP  (1973) 
(hereinafter  referred  to  as  Hearings  on  S.4) . 

16.  THE  REVENUE  ACT  OF  1921,  42  Stat.  227  (1921). 
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by  an  einployer  as  part  of  a  stock  bonus  or  profit  sharing  plan  for  the 
exclusive  benefits  of  eitployees,  marked  the  advent  of  a  continuous  Federal 
policy  of  favorable  income  tax  treatrtent  of  qualified  plans.  Itiday,  the 
Internal  Revenue  Code  extends  preferential  treatrtent  to  eitployer  pension, 
stock  bonus,  profit  sharing,  and  bond  purchase  plans,  provided  such  plans 
inxire  to  the  exclusiA/e  benefit  of  eitployees  and  their  beneficiaries. 

Subject  to  specific  limitation,  contributions  to  qualified  plans,  v^ch 

18 

constitute  the  bulk  of  private  plans  today,  are  deductible  by  the  eirployer, 

19 
and  excludable  from  the  current  income  of  the  enployee.    Until  distributed 

to  plan  beneficiaries,  the  accumulated  earnings  and  appreciation  of  plan  assets 

20 
are  exenpt  from  Federal  incone  taxation.    Moreover,  even  eirployees  vvith 

nonforfeitable,  vested  interests  under  such  plans  realize  no  inccsne  until 

21  22 

distribution  is  made   and  then  at  preferential  rates.    In  1968,  while 

private  pension  oontributions  by  enployers  were  aggregating  g_4   billion 

23  24 

dollars,   and  v^le  payments  from  such  plans  were  aggregating  over  5  billion, 

the  loss  to  the  Federal  Treasury  from  this  combination  of  tax  concessions  was 

25 
almost  4  billion. 


17.  I.R.C.  §401  (a)  (2). 

18.  I.R.C.  §404. 

19.  I.R.C.  §§402 (a),  403(a). 

20.  I.R.C.  §501 (a) . 

21.  I.R.C.  §§72,  401(a),  403(a). 

22.  I.R.C.  §72  (a),  (c)  ,  (d)  ,  (n) . 

23.  "Ertployee-Bensfit  Plans  in  1968,"  33  Social  Security  Bulletin 
43    (Table  5    (i^ril,   1970). 

24.  Id. 

25.  Staff  of  the  Treasury  Department  and  the  Joint  Cotnnittee  on  Internal 
Revenue  Taxation  for  use  by  the  House  Corrmittee  on  Ways  and  Means, 
Estimates  of  Federal  Tax  Expenditures  5  (Preliminary  Ccarrm.  Print, 
October  4,  1971)  (Table  1) . 
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In  the  light  of  the  statistically  dociinented  inadequacies  in  the 

perfomance  of  sinployee  pension  benefit  plans,  a  continuation  of  the  present 

policy  of  preferential  Federal  income  tax  treatment  of  qualified  plans  wDuld 

only  be  justified  if  effective  regulatory  legislation  vsere  enacted.  It  is 

absurd  to  perpetuate  a  substantial,  annual  revenue  loss  by  continuing  to 

treat  preferentially  plans  which  perform  inadequately  and  ineffectively,  the 

priitBry  ends  which  that  preferential  treatment  was  designed  to  induce.  Since 

the  present  performance  of  eitployee  pension  benefit  plans  is  unacceptable,  the 

only  reasonable  alternative  to  the  enactment  of  comprehensive  Federal  regulatory 

legislation  would  be  the  revocation  of  existing  tax  concessions  mth  the 

additional  revenue  generated  thereby  used  in  some  other  manner  to  provide 

retirement  benefits. 

Since  the  Federal  Government  has  a  substantial  econcniic  interest  in  the 

system  of  enployee  pension  benefit  plans ,  it  has  the  right  to  mandate  minimum 

standards  of  performance  with  respect  to  vesting,  funding,  portability  and 

plan  termination  insurance.  Since  the  Federal  Go^/emmait's  annual  economic 

the 
investment  is  incurred  for  the  benefit  of  the  worker,  and  since^worker  has  not 

benefitted  there Iran  as  expected,  the  Federal  Government  must  exercise  that  right. 

C.  The  Accumulated  Reserve  Assets  of  the  Eitployee  Pension 
Benefit  Plan  System. 

To  further  justify  the  enactment  of  Federal  legislation  designed 

to  regulate  more  closely  the  performance  of  enployee  pension  benefit  plans, 

our  Associations, in  their  presentation  before  the  Subconmittee  cxi  Labor  of  the 
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Senate  Ccrrnittee  on  Labor  and  Public  Ws-lfare  last  June  stated: 

"  [P]  rivate  plans  have  accuntulated  reserve  assets  of 
over  130  billion  dollars,  vtiich  amount  is  expected 
to  increase  to  225  billion  by  1980.  ... [T]he  private 
pension  system  [has  beccare]  a  s-ignificant  so'jrce  of 
financial  power,  the  econonic  inpact  of  vJiich  directly-, 
or  indirectly  affects  the  daily  life  of  each  citizen." 

These  accumulated  reserve  assets  represent  a  substantial  fund  of 

underregulated  investmsnt  capital.  Under  present  law,  contributions, 

even  those  irade  to  trusts  Which  qualify  under  I.R.C.  §401  (a) ,  nay  be  used 

by  trustees  v/ithin  the  limitation  of  the  trust  agreement  and  local  law. 

Indeed,  Reg.  11. 401-1) b)  (5)  states: 

"No  specific  limitations  are  provided  in  section 
401  (a)  with  respect  to  investments  v^ich  may  be  made 
by  the  trustees  of  a  [qualifying]  trust. " 

Moreover,  in  the  case  of  a  qualified  trust  v*iich  provides  benefits  to 

eirployees,  sone  or  all  of  vtom  are  "owner-employees"  within  the  meaning 

of  I.R.C.  §401 (c)  (3) ,  although  the  trustee  is  required  by  I.R.C.  §401 (d) (1) 

to  be  a  bank,  that  paragraph  specifically  provides  that  a  person  (including 

the  eitployer)  other  than  a  bank  may  be  granted,  under  the  trust  instrument, 

the  power  to  contrnl  the  investment  of  trust  assets,  either  by  directing 

investments  or  b^/  disapproving  proposed  investments. 

Of  course,  I.R.C.  §503  provides  for  the  forfeiture  of  the  tax-exertpt 

status  of  an  otherwise  qualified  trust  if  an  in^/estment  made  by  trustees 

C3cnstitutes  a  transaction  prohibited  by  I.R.C.  §503 (b) .  Of  greater  interest. 


26.  Hearings  on  S.3598,  supra  note  5,  at  164. 
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hovrever,  is  I.R.C.  §401  (f)  (1)  (C)  (i)  (ii)  which  ILmits  the  investment  of  the 
funds  of  custodial  accounts,  which  are  treated  as  qualified  trusts,  to 
regulated  investrrent  oortpany  stock  or  to  annuity,  endownent  or  life  insurance 
contracts  issued  by  ins'jrance  ccrtpanies. 

NeithiSr  the  Labor-Manageitent  Relations  Act^^  nor  the  V-felfare  and 
Pension  Plan  Disclosure  Act  °  has  added  significantly  to  the  Internal 
Revenue  Code's  minimal  regulation  of  the  investnents  of,  or  performance  by, 
enployee  pension  benefit  plans.  The  Labor-Management  Relations  Act  provides 
certain  guidelines  designed  to  prevent  the  diversion  of  enployee  funds 
through  collusion  between  labor  and  rranagement  administrators.  The  Vfelfare 
and  Pension  Plan  Disclosure  Act,  which  was  airended  in  1962  to  make  theft, 
onbezzlemsnt,  bribary  and  kiddbacks  Federal  crittes  if  they  occur  in  connection 
with  welfare  and  pension  plans,  relies  on  disclosures  of  information  to  the 
Secretary  of  Labor  and  to  plan  participants  as  the  principal  means  of 
policing  plan  operation  and  administration. 
III.  The  Optimum  Objective  of  Pension  Reform  Legislation 

Our  Associations  are  convinced  that  (1)  the  past  and  projected  inadequacies 
in  the  performance  of  enployee  pension  benefit  plans,  (2)  the  substantial 
annual  Federal  tax  concessions  to  such  plans  and  (3)  the  increasingly  signi- 
ficant iitpact  on  the  economy  of  the  accurrulated  reserve  assets  of  such  plans 
to  justify  the  enactrrent  of  Federal  legislation  providing  minimum  standards 
v.ath  respect  to  eligibility,  vesting,  funding,  portability,  plan  termination 
insurance,  disclosure  and  fiduciary  duties.  Only  such  corprehensive 


27.  LABOR-MANAGEiyEm'  RELATIONS  ACT,  61  Stat.  136,  157(1947),  29  U.S.C. 
§186  (1964). 

28.  WEHLFARE  AND  PENSION  PLAN  DISCLOSURE  ACT  OF  1958,  72  Stat.  997,  29 
U.S.C.  §1301-09 (1964). 
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legislation  vrould  appear  to  have  the  potential  to  raise  the  performance 
of  those  existing  plans,  viiich  are  found  to  be  deficient,  to  minirrally 
acceptable  levels  and  to  guarantee  that  plans  established  subsequent  to 
enactment  ',^ri.ll  also  perform  acceptably.  The  enactment  of  such  standards 
will  define  the  degree  of  adequacy  in  pension  benefit  plan  performance 
that  will  justify  a  continuation  of  the  existing  tax  policy  of  preferential 
treatment. 

life  recognize  that  reasonable  men  v;ill  differ  in  their  judgements 
with  respect  to  the  effectiveness  of  alternative  foinnulations  of  the 
substantive  elements  of  conprehensive  pension  reform  legislation.  Vfe  also 
recognize  that  reasonable  men  will  differ  in  their  judgments  with  respect 
to  the  effectiveness  of  alternative  formulations  of  the  substantive  elements 
of  conprehensive  pension  reform  legislation.  We  also  recognize  that  the 
resources  available  for  the  funding  of  pension  benefit  plans  are  limited  and 
that  these  limited  resources  must  be  utilized  to  fund  not  only  the  increased 
obligations  which  would  result  from  wore   liberal  vesting  provisions,  but 
also  those  which  result  from  the  granting  of  past  service  credit  and  higher 
benefit  levels.  Obviously,  the  choice  of  statutory  standards  must  be  made 
with- care  and  deliberation  so  as  to  respond  to  the  precise  dimension  of  the 
need  and  so  as  to  minimize  any  retardation  in  the  inprovement  of  existing 
plans  and  any  disincentive  to  the  establishment  of  nei^;  ones.  This  should  be 
the  optimum  objective  of  pension  reform  legislation. 
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V7.     The  Vehicle  (s)  for  Pension  Reform 

Our  Associations  hope  that  coirprehensive  pension  reform  legislation 
will  emerge  frcm  the  legislative  process  of  the  93rd  Congress  during  its 
first  session.  However,  even  our  most  vigorous  efforts  in  support  of 
oortprehensive  pension  reform  legislation  will  not  baring  about  enactment 
in  the  absence  of  a  substantial  conTnitnent  by  the  considerable  cooperation 
between  the  various  conmittees  of  the  .Senate  and  House  having  legislative 
jurisdiction  in  this  area. 

The  pension  reform  bills  which  are  before  the  Labor  ccmnittees  in 
both  the  Senate  and  Hbiise  would  attempt  to  effect  coirprehensive  reform 
through  a  separate  statute  administered  and  enforced  by  the  Department  of 
Labor.  We  recognize,  however,  that  pension  reform  could  also  be  effected 
through  Internal  Revenue  CDde  amendments,  administered  and  enforced  by  the 
Internal  Revenue  Service. 

Our  Associations  believe  that  the  question  of  whether  a  separate 
labor  bill  or  amendments  to  the  Internal  Revenue  Code  is  the  more  appro- 
priate vehicle  for  effecting  pension  reform  is  subordinate  to,  and  follows 
autanatically  fron,  our  letermination  of  whether  the  Labor  Department  or 
the  Internal  Revenue  Service  is  better  suited  on  the  basis  of  experience 
and  function,  to  administer  and  enforce  the  minimum  standards  of  pension 
reform  legislation.  We  believe  that,  to  the  extent  possible,  administration 
and  enforcement  of  minimum  standards  should  not  be  fragmented  but  should  be 
confined  to  a  single  agency. 


416 


It  has  been  alleged  that  the  Internal  Revenue  Service,  because  of  the 
experience  of  its  Pension  Trust  Branch  in  evaluating  enployee  pension  bene- 
fit plans  to  determine  their  qualification  for  preferentieil  inoome  tax  treat- 
inent,  is  better  qualified  to  administer  and  enforce  minimum  pension  reform 
standards.  Vfe  disagree.  The  primary  function  of  the  Internal  Revenue  Service 
is  the  protection  of  the  federal  revenues.  In  determining  whether  or  not  an 
enployee  pension  benefit  plan  is  non-discriminatory  and  therefore  qualified 
for  preferential  income  tax  treatment,  the  Pension  Trust  Branch  is  primarily 
protecting  the  federal  revenues  against  unwarranted  deductions,  exclusions 
and  exenptions.  The  primary  function  of  the  Labor  Department  under  the 
I'telfare  and  Pension  Plan  Disclosure  Act  is  the  protection  of  the  interest  of 
participants  in  and  beneficiaries  of  ertployee  welfare  and  pension  benefit 
plans.    Vfe  believe  it  to  be  easier  to  broaden  the  supervision  of  the  Labor 
Departirent  over  private  pension  plans  than  to  revise  the  purpose  of  the  In- 
temeil  Revenue  Service  in  its  function  mth  respect  to  private  plans. 

Vie   acknowledge  the  concern  which  has  been  expressed  over  the  possible 
conflict  and  overlap  of  functions  which  could  occur  between  the  Internal 
Revenue  Service  and  the  Department  of  Labor  if  the  latter  agency  were  given 
the  responsibility  to  administer  and  enforce  minimum  perfonrance  standards. 
The  Associations  believe  the  enactnent  of  a  coiiprehensive  pension  reform  bill, 
produced  by  a  labor  bill,  vrould  constitute  neither  conflict  nor  duplication. 
The  Labor  Department  and  the  Internal  Revenue  Service  are  presently  performing 
sijpervisory  functions  over  private  pension  plans.  There  is  little  or  no 


29  U.S.C.  S  301  (1964), 
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conflict  under  the  present  scheme  because  the  responsibilities  delegated  to 
these  agencies  under  the  various  statutes  differ  in  purpose. 

If  S.  4,   the  Retirertent  IncoiiB  Security  for  Ertployees  Act  were  enacted, 
the  Internal  Revenue  Service,  through  its  Pension  Trust  Branch,  would  continue 
to  scrutinize  the  discriminatory/non-discriminatory  nature  of  plans  as 
condition  precedent  to  qualification  for  preferential  incotre  tax  treatment. 
The  Labor  Departrrent,  in  accordance  with  enacted  registration  and  certifica- 
tion procedures  of  that  bill,  would  scrutinize  plans  for  an  entirely 
different  purpose  -  to  determine  vviiether  or  not  a  plan  oonfornis  to  enacted 
minimum  performance  standards  designed  to  increase  the  probability   of 
private  receipt  by  plan  participants  at  retirement. 

Our  organizations  have  suggested  that  any  possible  overlap  or  duplication 
of  functions  between  the  Department  of  Labor  and  the  Internal  Revenue  Service 
ooiiLd  be  precluded  by  amending  section  401  of  the  I.R.C.  to  require  certifi- 
cation by  the  Department  of  Labor  as  a  condition  precedent  to  qualification 
for  preferential  income  tax  treatment.  Since  the  issuance  by  the  Department 
of  Labor  of  a  registration  certificate  would  be  conclusive  proof  that  a 
particular  plan  conforms  with  the  enacted,  minimum  performance  standards, 
the  Internal  Revenue  Service  would  have  no  need  to  make  a  separate  determina- 
tion v/ith  respect  to  plan  confonnity. 

While  the  procedure  we  have  suggested  would  mean  that,  to  some  extent, 
tax  consequences  would  be  determined  by  an  agency  other  than  the  I.R.S., 
we  do  not  think  such  a  procedure  is  without  precedent. 

30.  S.4,  93d  Cong.,  1st  Sess.  (1973). 
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If,  in  the  alternative,  the  administration  and  enforcement  of  minimum 
standards  were  delegated  to  the  Internal  Revenue  Service,  the  possibility 
of  conflict  and  di^lication  of  function  seems  to  us  to  be  more  likely. 
The  l-felfare  and  Pension  Plan  Disclosure  Act  would  remain  operative,  and 
under  its  statutory  scheme, pension  plan  information  would  continue  to  be 
disclosed  to  the  Department  of  Labor  vAiich  would  continue  to  discharge  its 
responsibility  for  the  supervision  of  the  management  of  pension  funds.  The 
scheme  of  most  of  the  irajor  pension  reform  bills  before  the  Congress  vrould 
expand  the  information  disclosed  to  the  Labor  Department  and  vvould  expand 
upon  that  Department's  enforcement  responsibilities  with  respect  to  fiduciary 
performance.  Expanded  Labor  Departrrent  activity  in  the  private  pension  area 
will  increase  the  probability  of  duplication  of  function,  conflict  and 
confusion. 

To  our  organizations,  full  and  neaningful  disclosure  is  a  necessary 
prerequisite  to  a  realistic  determination  of  not  only  initial  plan  conpliance 
with  enacted  minimum  perfomance  standards,  but  subsequent  and  continued 
conpliance  as  well.  It  seeros  illogical  to  require  the  disclosure  of  infonra- 
tion  to  one  agency,  \\4Tile  another  is  charged  with  the  responsibility  for 
making  determinations  which  can  only  be  made  in  a  realistic  manner  on  the 
basis  of  the  information  disclosed.  Requiring  that  the  same  information  be 
disclosed  to  two  agencies  woirLd  place  an  onerous  burden  on  individual  plans 
and  would  increase  their  administrative  costs  substantially  .  If  ccnpliance 
with  minimum  performance  standards  is  to  be  delegated  to  the  Internal  Revenue 
Service,  then  all  information  disclosed  pursuant  to  the  Vfelfare  and 
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Pension  Plan  Disclosure  Act  and  all  amendments  thereto,  should  be  disclosed 
to  the  I.R.  S.  Moreover  the  responsibility  for  enforcing  fiduciary  standards 
should  be  delegated  to  that  agency  as  well. 

Despite  our  preference  for  a  labor  bill  as  the  appropriate  pension 
reform  vehicle,  our  Associations  recognize  the  issue  of  the  proper  pension 
reform  vehicle  has  come  to  assume.  Wfe  woiiLd,  therefore,  willingly  abandon  our 
once  stated  preference  in  an  effort  to  agree  upon  seme  clear  division  of 
function  with  respect  to  administration  and  enforcement  of  pension  reform 
standards  between  the  Department  of  Labor  and  the  Internal  Revenue  Service. 
V.  ComrEnts  on  the  f-lerits  of  the  Major  Senate  Pension  Reform  Bills: 
S.  1631,  g.  1179  and  S.4 
A.  Eligibility 

Between  the  one  year/age  thirty  eligibility  requirement  of  section 
321  of  S.  1179,  the  three  year/age  thirty  requirement  of  section  2(a)  of 
S.  1631  and  the  one  year/age  twenty-five  requirement  of  section  201  of  S.4, 

our  organizations  prefer  the  latter.  Ide&lly,  we  desire  inmediate  eligibility 
to  pEirticipate  but  we  recognize  the  administrative  burden  vArLch  would  be 
caused  by  short-term  enployees.  We  think  that  the  one  year/age  twenty-five 
requirement  of  S.4  would  avoid  the  administrative  problem  of  short-term  eirployee 
and  enable  workers  to  participate  at  the  earliest  feasible  moirent. 
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B.  Vesting 

The  pDsition  of  our  Associations  with  respect  to  the  "rule  of  50" 

vesting  standard  proposed  fay  section  2(2)  (2)  of  S.  1631  is  clear.  Before 

the  Subconiittee  on  Labor  of  the  Senate  Cormittee  on  Labor  and  Public  T»felfare 

last  June  we  stated: 

"... [0] ur  Associations  must  oppose  any. . . 
standard  vhich  provides  incentive  for  age 
discrimination  in  employitient.  l-fcLle  V7e 
recognize  that  the  "rule  of  50"  approach 
would  protect  the  pension  rights  of  those 
workers  who  are  approaching  retirement,  we 
feel  that  the  protection  provided  by  this 
approach,  strjiding  alone,  would  loe  counter- 
balanced by  its  tendency  to  proiTiDte  dis- 
crimination  in  the  hiring  of  older  workers." 

Ve   feel  that  the  enactment  of  the  "rule  of  50"  v/ill  promote  unertployraent 
aitong  middle  age  workers. 

With  respect  to  the  graded  vestLng  approaches  of  section  322  of  S.  1179, 
aril  section  202  of  S.  4,  we  prefer  the  latter.  Although  we  support  the 
initiation  of  graded  vesting  after  five  years  of  plan  participation  as  proposed 
in  S.  1179,  V7e  think  tv^nty  years  for  full  viesting  is  too  long.  Vfe,  therefore, 
prefer  the  fifteen  year  graded  vesting  schedixLe  of  S.  4  and  believe  that  its 
retrospective  application  under  section  202 (a)  thereof  will  provide  the  older 
worker  adequate  protection  without  the  ertploymsnt  di.scrLmination  which  \^rould 

probably  attend  the  enactment  of  a  "rule  of  50"  standard.  Voreovex,  the  study 

32 
of  the  cost  of  mandatory  vesting  provision,   prepared  r^  .v  tne  Ssna.-a 


31.  Hearing  on  S.  3598,  supra  note  5,  at  176. 

32.  S.  REP.  No.  127,  93d  Cong.,  1st  Sess.  79  (1973). 
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Subooirmittee  on  Labor,  indicates  that  a  fifteen  year  graded  vesting  schedule, 
even  with  retrospective  application,  vjould  not  be  so  costly  as  to  render  it 
undesirable. 

C.  Funding  and  Termination  Insurance 

All  three  bills  recognize  the  need  for  a  funding  standard  to  assure, 
at  the  end  of  a  twenty  to  thirty  year  period,  full  funding  of  all  accrued 
liabilities  of  an  enployee  pension  benefit  plan.  We  therefore,  express  no 
preference  between  them.  However,  vre  believe  that  a  minimum  funding  standard 
shoiiLd  be  reinforced  by  a  requirement  of  plan  termination  insijrance.  If  the 
Federal  Government  can  insure  the  obligations  of  banks,  it  can  undertake  to 
insiire  the  obligations  of  pension  plans.  The  lack  of  any  provision  for  plan 
termination  insxirance  in  S.  1631  is  a  serious  deficiency. 

D.  Portability 

Of  the  three  bills  under  consideration  by  the  Private  Pension  Plan 
Subconmittee,  only  S.  4  contains  provisions  to  create  a  portkbility  program 
as  a  \-7elcoroed  reinforcement  to  a  minimum  ■'/esting  schedule. 
VI.   Tax  Incentives  to  Encourage  Savings  for  Retirement 

In  the  view  of  our  Associations,  comprehensive  pension  reform  includes 
within  its  scope  a  further  element,  legislative  action  which 
can  be  taken  only  by  the  tax-^writing  Conmittees.  In  our  Associations' 
prepared  statertent,   submitted  for  the  record  of  the  1972  hearings  conducted 
by  the  House  Comnittee  on  Ways  and  Means  on  Tax  Proposals  Affecting  Private 
Pension  Plans,  we  adopted  the  following  position  : 


33.  Hearings  on  Tax  Proposals  Affecting  Private  Pension  Plans  before  the 

House  Cortm.  on  W&ys  and  Means,  92d  Cong.,  2d  Sess. ,  pt.  2,  at  327-34  (1972). 
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"since  private  retirement  plans  are  an  essential  factor 
contributing  to  the  retirarfint  security  of  older  persons, 
it  is  unreasonable  to  require  a  retiree  to  subsist  on 
Social  Security  or  other  public  benefit  payirents  merely 
because  he  failed  to  recei\'e  coverage  under  a  private 
plan,  or  if  covered,  failed  to  receive  any  benefits.  The 
private  retirement  si'stem  should  permit  both  employees  and 
errployers  to  provide  for  retirement  security  through  a 
qualified  plan.  The  right  to  use  qualified  retirement  plans, 
with  their  incidental  tax  advantages,  ;^ras  extended  to  ov;ner- 
eirployees  in  1962  by  the  Self-Employed  Individuals  Tax 
Ratirenent  Act;  the  extension  of  a  similair  right  to.  [corrron 
law]  enroloyees  is  overdue.  Each  errployee  should  be  permitted 
to  establish  his  own  private  retirement  plan,  irrespective 
of  the  v;ishes  of  his  errployer.  ...  If  properly  controlled, 
such  plans  vr>uld  function  as  a  means  of  providing  an  additional 
measure  of  retirenent  security  for  the  labor  force  and  would 
readily  accortmodate  the  reality  of  labor  force  mobility. 

"[Since]  [o]ur  Associations  believe  that  existing  law  relating 
to  savings  for  retirement  purposes  discriminates  substantially 
against  individuals  who  do  not  participate  in  a  qualified^ 
private  retirensnt  plan,  or  v*io  participate  in  plans  providing 

only  minimal  benefits ,  \-^   support  the  proposal  of 

section  3  of  H.R.  12272  \vMch  woxild  allow  to  individuals,  a 
deduction  in  computing  adjusted  gross  incorte  for  amounts 
contributed  to  individual  retirement  plans  v;hich  they  have 
established  or  to  private  retirement  plans  established  by 
their  enployers."^^ 

As  our  statement  of  last  year  indicates,  we  favor  an  extension  of  the 

privileged  use  of  tax-q\jalified  retirement  plans  to  ertroloyed  persons.  Vfe 

believe  that  present  law  constitutes  a  serious  disincentive  to  saving  for 

retirement  and  conplicates  the  retirement  income  problem  confronting  that 

substantial  portion  of  the  labor  force  that  has  little  or  no  opportunity  to 

participate  in  enployee  pension  benefit  plans.  Vfe  also  believe  that 

self-reliance  in  securing  adequate  retiren^nt  income  should  be  promoted  to 

the  exten-e  possible  and  recognize  that  the  Internal  Revenue  Code  could  serve 

as  the  vehicle  for  introducing  incentives  designed  to  pranote  such  self-reliance. 


34.   Id.  at  333-34. 
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0:ir  Associations'  position  is  not,  hcn/ever,  without  qualification. 
First,  W3  do  r.ot  wish  to  appear  as  advocates  of  an  irresponsible  proliferation 
of  tax  incenti\-es  to  accoirplish  social  or  related  objectives,  since  the 
cumulativa  i-pact  of  such  incentives  may  seriously  erode  the  revenue-raising 
function  of  the  tax  structure.  Second,  we  do  not  desire  the  creation  of  a  new 
tax  shelter  to  benefit  primarily  higher  income  individuals,  since  such  tax 
shelters  promote  inequity  in  the  distribution  of  the  tax  burden.  Third,  since 
the  use  of  such  a  savings  incentive  reqioires  the  availability  of  sufficient 
disposable  inccme,  \<ie   find  it  difficult  to  ascertain  the  extent  of  the  beneficial 
inpact  of  a  savings  incentive  on  lower  and  moderate  income  groups.  Finally, 
the  annual  revenue  loss  from  this  savings  incentive  must  be  considered  and 
balanced  against  the  projected  cost  benefits  to  be  derived  in  the  future. 

With  these  reservations  in  mind,  our  Associations  have,  nevertheless, 
determined  to  adhere  to  our  position  in  favor  of  an  extension  of  the  use  of 
tax-qualified  plans  to  employed  persons,  vie  belia-ze  that,  on  the  balance, 
the  advantages  to  be  derived  from  such  a  tax  incentive  wnuld  oub.veigh  the 
disadvantages,  especially  if  its  availability  were  limited  to  lower  and 
moderate  inccme  groijps  and  its  irechanics  took  the  form  of  a  credit  rather 
than  a  deduction  in  computing  adjusted  gross  incone. 

In  view  of  the  position  taken  by  our  ATSociations  with  respect  to 
section  3  of  H.R.  12272  last  year,  we  extend  our  qualified  support  to 
section  3  of  S.  1631,  and  to  section  342  of  S.  1179.  However,  as  betv-een 
the  deduction  from  adjusted  gross  incore  proposed  by  the  former  and  the  credit 
against  income  tax  liability  proposed  by  the  latter,  we  prefer  the  latter. 
Vie   believe  it  to  be  more  equitable. 
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VII.  S^jpolerrentary  Social  Security  Program  as  an  Alternative  to  Tax 
Incentives  to  Encourage  Savings - 

In  recognition  of  the  fact  that  50  percent  of  the  labor  force  is 
not  presently  covered  under  employee  pension  benefit  plans,  would,  therefore 
not  benefit  from  the  enactment  of  minimum  standards  with  ^■Mch  such  plans 
vrould  be  required  to  oonfonn, and  may  not  benefit  from  the  enactment  of  tax 
incentives  designed  to  encourage  savings  for  retirenent  because  of  a  lack  of 
disposable  income,  our  Associations  advocate  the  establishment  of  a  supplementing 
social  security  program  or  a  national  pension  fund  corporation.  Such  a  program 
or  corporation  vvould  permit  voluntary  participation  in  one  central  pension 
system  by  \vorkers  v*io  are  not  able  to  participate  in  ertployer  baiefit  plans 
or  \*io  are  able  to  participate  only  in  plans  providing  minimal  benefit  levels. 
Pension  credits  accrued  under  such  a  program  or  corporation  would  be  conpletely 
portable  and  less  costly  to  administer,  tfe  believe  such  a  program  or  corporation 
nerits  Congressional  consideration  as  a  feasible  alternative  to  tax  incentives 
designed  to  encourage  savings  for  retirement. 
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EMPLOYMENT 

The  problem  which  most  older  Americans  face  today  is  that  available 
income  is  not  sufficient  to  enable  them  to  maintain  a  standard  of  living 
comparable  to  the  standard  enjoyed  by  them  at  the  time  of  retirement. 
This  is  true  even  though  social  security  protection  now  covers  91%  of  all 
our  population  55  and  over.   Private  pensions  are  an  important  supplement 
for  some  of  these  retirees  but  many  have  no  private  pension,  and,  even 
with  both  private  and  public  pensions,  some  40  percent  are  belovi?  or  close 
to  poverty  level  figures.   Continued  earnings,  therefore,  are  much  needed 
for  substantial  numbers  of  older  people  if  living  standards  are  to  be 
maintained  as  discussed  in  Subpart  I  of  Part  II  of  this  prepared  statement. 

A  staff  study  of  the  Subcommittee  on  Labor  of  the  Senate  Labor  &  Public 
Welfare  Committee  released  Novermber  7,  1971  disclosed  "that  the  median 
normal,  early,  and  disability  retirement  benefits  paid  by  private  plans 
during  1969  and  1970  v/ere  less  than  $100  a  month.   This  was  especially 
significant  since,  V7hen  coupled  v/ith  the  median  monthly  Social  Secur.Lty 
benefit,  the  total  income  still  fell  well  below  the  $241  monthly  minimum 
which  the  Bureau  of  Labor  Statistics  has  determined  necessary." 

The  American  Association  of  Retired  Persons  and  the  National  Retired 
Teachers  Association  have  obtained  the  services  of  Dr.  Harold  L.  Sheppard 
of  the  Upjohn  Institute  for  Employement  Research  to  examine  the  possible 
answers  to  this  acute  income  crisis.   What  follows  draws  extensively 
from  the  paper  prepared  by  Dr.  Sheppard  for  the  National  Forum  of  State 
Legislators  on  Older  Americans  sponsored  by  the  Associations  and  held  in 
Washington,  D.  C.  December  4-6,  1972. 

It  may  be  true  that  money  cannot  buy  happines,   ^^^  for  older  Americans 
subsisting  at  near-poverty  income  levels,  more  money  could  buy  most  of  the 
necessities  always  listed  among  their  priority  needs — housing,  transportation 
nutrition  and  health  care. 
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Improving  the  income  posture  for  America's  aging  is  a  challenge  con- 
fronting every  level  of  economic  and  social  policy  making.   For  millions 
of  older  citizens,  the  income  crisis  is  now  acute.    Population  trends 
portend  an  even  greater  crisis  unless  more  effective  policies  and  programs 
are  developed  now.   In  only  ten  years,  for  example,  from  1960  to  1970,  the 
'very  old"  (70  and  over)  increased  in  America   by  27  percent,  while  the 
total  population  55  and  over  increased  by  only  13  percent.   Americans  of 
all  ages  increased  by  only  22  percent. 

Since  the  income  of  older  and  retired  Americans  comes  from  a  combina- 
tion of  sources — private  pensions  and  investments.  Social  Security  and  other 
Federal  aid  programs,  and  continued  employment--a  "systems  approach"  must 
dominate  the  development  of  new  programs  and  policies.   Particularly  for 
the  very  old  and  very  poor,  the  approach  must  recognize  an   inter-generational 
responsibility  in  income  support.   The  most  recent  dramatic  example  of  the 
kind  of  crisis  that  can  occur  is  in  the  railraod  industry  of  America. 
Today,  600,000  employed  railroad  workers — along  with  their  companies  (with 
government  subsidies) — are  required  to  finance  the  retirement  income  of 
900,000  retired  railroad  workers. 
I.   Income  Status  of  Elderly 

To  get  a  clear  picture  of  the  income  status  of  America's  elderly,  one 
must  look  at  the  distribution  of  income  for  the  United  States  as  a  whole  in 

1971  by  age  of  household  head.   These  figures  are  derived  from  the  July, 

1972  Current  Population  Report  on  Consumer  Income  (Series  P-60,  No.  84, 
"Household  Money  Income  in  1971"). 
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TABLE  I-l 
AGE  OF  HEAD 
All  Household  Heads  55-64      65+ 

Median  Household  Income      $9,027     $9,344    $3,813 
Percent  Under  $2,000  8.7        9.1      22.8 

Percent  $12,000  or  more        33.4       35.6      10.5 
These  comparative  income  figues,  all  of  which  show  the  inferior  income 
status  of  households  with  heads  65  or  older,  should  be  considered  along 
with  four  other  important  facts: 

1.  Of  some  13  million  aged  household  heads,  more  than  80  percent  are  not 
in  the  labor  force.   The  median  income  of  the  retired  group  was  only  $3,366, 
which  is  12  percent  below  the  median  income  for  that  age  group  as  a  whole, 
and  64  percent  below  the  median  of  the  55-6  4  age  group.   The  census  report 
unfortunately  does  not  tell  us  what  the  median  income  of  the  employed  aged 
heads  is,  but  if  it  were  available,  it  would  certainly  point  up  the  value 
of  continued — not  "compulsory"--employment  for  those  willing  and  able  to 
remain  productive  members  of  our  society. 

2.  Using  the  Department  of  Labor's  Lower  Level  Budget  for  an  urban  re- 
tired couple  and  even  accounting  for  the  existence  of  urban-rural  differences, 
martial  status,  etc.",  we  could  argue  that  roughly  two-fifths  of  such  couples 
are  probably  below  even  that  very  low  budget  of  what  is  adequate. 

3.  Contrary  to  many  popular  beliefs,  most  (58  per  cent)  house- 
holds with  aged  heads   consist  of  two  or  more  persons.   Indeed,  as  of  1971, 
such  households  contain  more  than  24  million  persons — including  more  than 
one  million  children  under  the  age  of  18. 

4.  Aged  heads  of femilies  as  a  proportion  of  all  family  heads  has  been 
steadily  increasing.   Since  1950,  the  proportion  has  moved  from  less  than 
12  per  cent  to  nearly  14  percent  in  1970 — and  they  increasingly  make  up  a 
growing  proportion  over  the  past  20  years  of  the  bottom  fifth  of  family 
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income  distribution:   from  27  percent  in  1950  to  35  percent  in  1970.   Only 
the  very  youngest  family  heads--14  to  24--"enjoy"  this  privileged  stigma 
along  with  the  aged,  but  we  can  expect  the  youngest  family  heads  to  move 
upward  in  their  income  status.   As  a  corollary,  the  aged  family  heads 
make  up  a  declining  proportion  of  the  highest  and  next- to-highest  fifths  of 
family  income  during  the  same  two  decades. 

5.   If  we  take  the  figues  in  the  previous  table  and  try  to  arrive  at  some 
estimate  of  income  per  capita  in  each  household,  we  find  the  following: 

TABLE  1-2 
AGE  OF  HOUSEHOLD  HEAD 

All  heads         55-64       65+ 

1971  Per  Capita  Income      $2,950  $3,829     $2,095 

To  indicate  the  importance  of  employment  in  the  problem  of  income  for 
older  Americans — it  is  interesting  to  find  in  1970  that  if  an  aged  married 
male  head  is  fortunate  enough  to  have  a  wife  in  the  paid  labor  force,  the 
median  family  income  is  over  $8,000.   But  if  she  is  not  employed,  that 
figue  declines  sharply  to  slightly  under  $4,600.   The  corresponding  figures 
for  blacks  are  significantly  lower — $4,924  and  $2,991. 

For  female  family  heads  (not  unrelated  individuals,  who  make  up  more 
than  80  per  cent  of  all  women  65  and  older)  ,  median  family  income  was  less 
than  $5,400 — but  for  an  unrelated  individual,  it  was  less  than  $1,900.   As  of 
1970,  there  were  more  than  one  million  female  family  heads  in  the  aged 
population,  with  nearly  one- third  of  them  consisting  of  three  or  more  members 

The  following  table  for  the  threshold  used  by  the  Census  Bureau  for  1971 
incomes  should  nevertheless  provide  some  indication  of  the  income  measures 
used  to  classify  persons  and  families  as  below  the   "poverty  line."   They 
are  much  more  stringent  than  the  Department  of  Labor's  budgets  of  adequacy 
for  elderly  persons. 
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TABLE  1-3 

SUMMARY  OF  WEIGHTED  AVERAGE  POVERTY  THRESHOLDS  FOR  OLDER  (6  5+) 
U:;iTS  USED  by  the  census  BUREAU  FOR  INCOMES  IN  19  71 


Size 

No  Farm 

Farm 

of 

Total 

Male 

Female 

Male 

•"emale 

faMilv 

Total 

haad 

head 

Total 

head 

head 

'1*.. 

$1,931 

$1,940 

$1,959 

$1,934 

$1,652 

$1,666 

51,643 

2. . . 

2,424 

2,448 

2,450 

2,437 

2,032 

2,081 

2,089 

3... 

3,207 

3,229 

3,246 

3,137 

2,745 

2,749 

2,627 

4... 

4,U3 

4,137 

4,139 

4,116 

3,527 

3,528 

3,513 

5... 

4,845 

4,830 

4,888 

4,837 

4,159 

4,159 

4,148 

6... 

5,441 

5,439 

5,492 

5,460 

4,688 

4,689 

4,656 

7... 

6,678 

6,751 

6,771 

6,533 

6,736 

5,749 

5,515 

*Persons  livir.g  alone  or  with  nonrelatives  (unrelated  individuals) ; 
sex  of  "head"  is  sex  of  individual. 

SOURCE:  Administration  on  Aging,  HEv-7 


Of  course,  the  ideal  goal  might  be  to  reduce  the  overall  poverty  rate 
of  the  aged  toapercentage  significantly  closer  to  the  rate  for  all  non-aged 
adult  Americans.  But  this  again  raises  a  host  of  controversial  policy  and 
program  questions--particularly  the  degrees  to  which  the  aged  of  tomorrow 
(those  not  yet  old  and/or  retired)  are  willing  to  provide — through  taxation 
and  direct  family  support — for  decent  living  standards  of  our  aged. 

A3  of  1970,  even  receipt  of  Social  Security  income  was  no  guarantee 
against  being  poor.         For  the  total  United  States,  75  per  cent  of  the 
poor  aged  persons  (65+)  were  receiving  OASDI  income.   Of  course,  the  recent 
improvements  in  Social  Security  benefits  will  have  changed  this  percentage 
to  some  extent.   Reportedly,  the  20«  increase  will  have  "lifted"  about  1.4 
million  aged  persons  above  the  very  stringent  poverty  line  (some  of  these 
aged  may  be  under  65  --  those  62-64). 
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The  ap'iarent  need  to  stay  in  the  labor  force  out  of  economic  necessity 
is  dramatically  suggested  in  the  1970  Census  which  shows  a  higher  percentage 
of  Mississippi's  urban  aged  males  and  females  are  in  the  labor  force  than  in 
the  case  of  California's  urban  aged.    But  even  in  urban  Mississippi,  the 
percentages  are  quite  low  --  27.4  per  cent  for  men  and  13.1  per  cent  for 
women.   These  figures  are  also  above  the  overall  national  rates  for  1970. 
In  the  urban  as  well  as  the  rural  areas  of  our  nation,  full  or  part-time 
employment  —  at  least  for  the  60-69  age  group  —  is  a  crying  need,  whether 
it  is  in  the  private  sector  or  in  valuable  "community  service"  employment, 
or  in  any  of  the  other  public  service  programs  —  including  possibly  the 
new  jobs  presumably  made  possible  by  the  new  Revenue  Sharing  Act  of  1972. 
II.   Employment  Impact  on  Aged  Income 

As  intimated  earlier,  the  question  of  labor  force  participation  is 
critical  in  any  discussion  of  income  and  aging.   Increasingly,  the  ratio  of 
non-workers  60  and  older  to  all  those  employed  20  and  older  is  growing. 
During  the  next  20  years — unless  we  change  current  employment  and  retire- 
ment practices  —  the  number  of  non-workers  60  and  older  will  increase  by 
nearly  50  per  cent.   The  total  working  labor  force  (including  those  not 
v/orking  year-round,  full-time)  will  have  increased  by  only  40  per  cent  or 

less. 

The  underlying  argument  being  made  here  is  not  that  we  should  be 
forcing  the  "aged" — especially  those  in  their  70' s  or  older — to  continue 
or  to  start  to  work.   But  surely  within  the  60-69  age  group,  there  are 
many  who  are  being  forced  to  retire,  despite  their  willingness  to  stay 
in  the  labor  force  and  despite  their  work  capacities.   Apart  from  the 
social-psychological  reasons  for  such  an  argument,  we  are  pointing  up  here 
the  economic  reasons  for  a  reexamination  of  current  retirement  and 
employment  policies. 
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In  30  years,  the  labor  force  participation  of  men  65  and  older  has 
declined  42  per  cent  to  25  per  cent;  for  women  65  and  older,  it  has 
increased  from  six  per  cent  to  ten  per  cent  (with  non-white  females  having 
higher  rates  throughout  these  three  decades) .   Analysis   of  other  detailed 
data  indicates  that  for  males,  at  least,  the  decline  is  not  entirely  due 
to  the  growth  of  the  very  old  in  the  65+  population.   For  example,  in  1960 
the  labor  force  participation  rate  for  men  60-64  was  under  80  per  cent,  and 
by  1970,  it  was  down   to  under  74  percent.   Projections  for  1985 — which  could 
be  an  over-estimate--indicate  a  further  decline.   For  men  65-69,  the  corres- 
ponding rates  are: 

TABLE  II-l 
ACTUAL  PROJECTED 

1960    1970  1985 

45.8%   40.7%  35.2% 

These  types  of  trends  can  be  expected  to  aggravate  the  income  mainten- 
ance problems  of  our  states'  aged — and,  of  course,  already  have  aggravated 
them. 

It  is  clear  from  the   above    that  the  question  of  employability  and 
actual  employment,  along  with  general  socio-economic  conditions,  the 
educational  level  of  our  population  and  the  changing  character  of  our 
technology  and  "industry  mix", have  much  to  say  about  the  present  and  future 
income  position  of  older  Americans. 

Taking  these  factors  into  account,  it  should  be  possible  --  but  not  in- 
evitable —  to  reduce  the  income  problems  of  at  least  the  60-69  age  group. 
As  we  move  increasingly  away  from  a  large  proportion  of  manual  workers  in 
our  labor  force,  for  example,  the  developing  industry-occupation  structure 
could  allow  for  continued  employment  of  a  larger  portion  of  our  "younger" 
aged. 
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This    tvoe    of    long-range    "projection"    is    also   affected   by    the   age 
structure   of    the    total    labor    force.       If    birth    rates    continue    to   decline, 
it    is    possible    that   persons    in    the   upper    age   groups   may   be    in   greater   demand 
among    employers.       This    may    require    some    new   programs    for    "retooling"    and 
postponing    the   ohenomenon  of    "skill   obsolesence"    --    especially   as    men   and 
women  move    into    their    50 's.       Such   a    notion   was    behind    Title   X   of    the   Older 
American   Act   of    1972     (vetoed   by   President   Nixon)    for   Middle-Aged   and   Older 
Workers    Training. 

If    this    is    considered    too    speculative    a   discussion,    consider    it    in   the 
light   of    the   current   efforts   at   pension   reforms    —    the   area  where   the 
"intergenerational"    responsibility    is   most   profoundly    involved. 

The   Money   Manager    issue   of   July    24,    1972 — devoted   completely    to    the 

problems    of   giant   pension    funds — has    this    to    say,    after   outlining    the   recent 

problems    facing    such    funds : 

Although  all  these  figures  sha.v  son^e  of  the  problems  facing  pension  fund 
managers,   they  are,   in  a  sense,  only  the  tip  of  the  iceberg.     Much  mora 
vexing  eire  tha  steady  derrands  for  h_ighar  oensions,  earlier  vesting  and 

funding,    lov.-er  eligibility  requirements ,    earlier   retirement,    and   more   dis- 
ability retireirent  benefits,  pre-ratirercnt  death  benefits  and  post-retire- 
irsnt  death  benefits..  .All  of  the  derrands  for  larger  and  earlier  pensions 
siinply  add  up  to  inexorable  pressure  for  more  and  more  money  for  more 
and  rrore  people — already  retired,  nearing  that  stage  or  viith  rrany  years 
of  v.ork  still  ahead  of  them.     And  all  three  groups  are  concerned  with 
getting  larger  E^nsions  in  an  effort  to  keep  up  vri.th  the  steady  rise  in 
the  cost  of  living. 

At  some  point  early  in  the  1970 's,  the     money  flov-dng  out  of  the  nation's 

private  pension  funds  vri.ll  exceed  that  coming  in.     Fund  managers  have  been 
adding  to  their  asset  base  for  many  years,   thereby  theoretically  increasing 
their  investrrent  inccre  every  year,  but  in  1982  or  so,   they  ^sdll  have  to 
begin  selling  sats  of  their  assets  in  order  to  meet  the  monthly  pension 
costs. 

In  all  likelihood,   they  v;ill  not  be  able  to  pay  their  pension  bills  out  of 
investment  income... The  investment  inooms  of  all  funds  in  1960  of  $1.26 
billion  '.vas  almost  enough  to  cover  disbursements  of  $1.37  billion,   but  by 
1970  investirent  incoTre  of  $3.87  billion  was  far  in  currears  of  total  dis- 
b'jrsaments  of  $6.13  billion. 
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But  suppose  we  were  to  recommend — perhaps  through  state  and  federal 

legislation  or  regulations--the  notion  suggested  by  Professor  Juanita  Kreps 

(of  Duke  University  and  now  public  member  of  the  New  York  Stock  Exchange) 

concerning  the  reapportionment  of  work  over  a  longer  lifespan: 

Suppose,  for  example,  that  a  male  wished  to  stretch  the 
length  of  his  worklife  from  40  years  to  45  years,  working 
from  age  25  to  70,  rather  than  from  25  to  65.   He  would, 
however,  choose  to  give  the  same  number  of  hours  to  work; 
he  simply  sxibstitutes  a  worklife  of  45  years  (made  up  of 
workweeks  of  35  hours)  for  one  of  40  years  (of  40-hour 
workweeks) . 

If  we  assume  that  productivity  does  not  decline  during  the 
additional  working  years,  total  lifetime  earnings  would  be 
be  the  same.   Annual  earnings  would  be  reduced  by  one-eighth 
since  worklife  is  lengthened  by  that  proportion.   The  one- 
eighth  reduction  in  earnings  vrauld  be  added  to  income  during 
the  second  half  of  the  man's  sixties,  with  the  following 
results : 

One,  the  drop  in  income  accompanying  retirement  would  be 
postponed  for  five  years,  until  age  70; 

Two ,  public  and  private  pensions  v/ould  also  be  postponed 
for  five  years,  thereby  reducing  the  period  over  which 
they  are  spread  by  perhaps  as  much  as  one- third; 

Three,  annual  income  during  the  new  shortened  retirement 
span  could  be  increased  substantially . -'- 

Such  a  proposal  might  also  make  it  possible  for  more  employed  persons 

to  be  covered  by  a  private  pension  system,  along  with  Social  Security,  and 

under  conditions  that  would  increase  the  changes  that  they  would  also  retire 

with  a  private  pension  (today's  estimates  are  that  only  a  small  proportion 

of  today's  employed  workers  in  the  private  sector  will  actually  retire  with 

a  private  pension;  this  is  apart  from  the  issue  of  the  adequacy  of  such 

benefits) . 


1.   "Income  Maintenace  in  Retirement,"  paper  presented  at  9th  International 
Congress  of  Gerontology,  Kiev,  USSR,  July  1972.   Underlinings  not  in 
the  original.   See  also  Prof.  Kreps'  Lifetime  Allocation  of  Work  and 
Income:   Essays  in  the  Economics  of  Aging  (Durham:   Duke  University 
Press,  1971) . 
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The  salutary  effect  of  this  and  related  proposals  on  the  pressures  on 
state  and  federal  welfare  programs  of  income  maintenance  for  the  elderly 
should  be  obvious.   The  reduction  of  such  pressures  might  make  it  easier 
for  the  states  to  concentrate  on  the  possibly  more  pressing  problems  of 
the  truly  aged  and  incapacitated,  including  services  and  facilities  as  well 

as  income. 

In  addition  to  such  new  concepts.  Congress  should  examine  with  a  fine 
tooth  comb  the  status  and  policies  of  our  private  pension  funds  as  it  is 
now  doing.   Among  the  issues  that  might  be  examined  (which  impinge  on  the 
income  status  of  the  elderly)  are: 

1.  The  funding  solvency  of  each  plan,  and  the  locus  of  control  over 
each  one. 

2.  How  many  employees  currently  employed  in  enterprises  with  pension 
plans  can  be  expected  to  actually  retire  with  a  pension  from  their 
employers? 

3.  What  is  the  adequacy  of  their  pension  benefits  (both  for  those  already 
retired  and  for  those  of  the  future) ,  when  coupled  with  projected  or 
actual  Social^ Security  benefits? 

4.  What  would  be  the  total  costs  ~  to  employers  and  employees  alike  — 
for  truly  ideal  private  pension  systems,  that  is,  pension  plans  which 
would: (a)  cover  more  workers  than  they  do  today  (no  more  than  about 

50  percent  of  all  private  sector  employees  today  are  employed  in 
companies  with  a  pension  plan,  which  —  to  repeat  —  does  not  mean 
that  all  of  these  will  actually  retire  with  a  private  pension) ;  (b) 
provide  for  vesting;  and  (c)  orovide  for  adequate  pension  incomes? 
The  answer  to  the  fourth  question  by  pension  experts  is  thai;  under 

current  retirement  trends  and  policies,  the  costs  would  be  prohibitive. 

And  this  again  raises  the  question  of  how  we  can  keep  employed  a  larger 
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proportion  of  the  older  population  than  we  do  today. 

We  should  not  ignore  the  charge  that  many  private  pension  plans  have 
worked  against  older  workers  (e.g.  those  45  and  older)  seeking  employment  or  ibv 
job  opportunities.   They  frequently  have  intensified  age  discrimination  in 
the  hiring  process,  adversely  affected  job  opportunities  for  adult  men  and 
women,  and  have  contributed  to  their  longer  durations  of  unemployment.   The 
growth  in  private  pension  plans  have  —  in  most  cases,  perhaps  unintentionally 
—  stressed  the  employers'  preference  for  younger  workers  (one  alleged  reason 
being  the  higher  pension-coverage  costs  for  new,  older  hirees).   Such  dis- 
crimination is  perhaps  a  major  source  of  the  income  problems  of  vast  numbers 
of  Americans  as  they  move  into  their  "Golden  Years"  . 

III.   Impact  of  Recent  Federal  Income  Support  Legislation 

Both  the  Social  Security  amendments  package  of  1972  and  the  new  Revenue 

Sharing  P-    _  are  of  potentially  historic    significance  in  relation  to  the 

future  income  of  older  Americans.   The  Social  Security  amendments  provide 

for: 

1.   Recognition  of  "years  of  service"  in  the  general  labor  force 

(regardless  of  how  many  employers  the  worker  has  had) ,  so  that 
a  worker  with  30  years  of  covered  employment,  for  example,  will 
be  guaranteed  a  minimum  of  $170  per  month.   Previously  it  v;as 
possible  for  a  worker  to  have  worked  that  many  years  or  more  but 
with  no  assurance  of  minimum  guarantee.   Originally,  our  Social 
Security  system  was  designed  to  pay  benefits  based  strictly  on 
previous  earnings,  and  frequently  such  earnings  were  so  low  that 
he  or  she  would  "retire"  with  much  less  adequate  Social  Security 
income.   Even  $170  per  month  results  in  only  $2,040  per  year. 
And  typically  low-budget  retirees  have  few,  if  any,  other  sources 
of  income. 
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2.  Increased  benefits  for  widows  and  widowers,  to  100  per  cent  of  the 
primary  beneficiary's  benefits  when  alive.   The  previous  level  was 
82  1/2  per  cent,  and  the  estimated  number  of  persons  affected  by 
this  change  is  about  3.8  million. 

3.  Reward  for  postponing  retirement  beyond  age  65. 

This,  in  principle,  is  one  of  the  most  innovative  features  of  H.R.  1,  since 
it  can  be  the  beginning  of  a  trend  away  from  early  retirement.   The  "reward" 
at  present,  of  course,  is  miniscule  —  1  per  cent  for  each  year  after  65  that 
the  person  delays  retirement.   The  issue  here,  of  course,  is: 

How  much  autonomy  does  the  individual  older  worker  in  reality 
have  to  continue  working  after  the  age  of  6  5?   How  many  employees 
(from  corporate  executives  to  the  kitchen  dishwasher)  actually 
have  such  an  option? 

The  answer  is  that  we  really  do  act  have  any  accurate  information  on 
this  critical  issue.   And  the  Congressional  Report  summarizing  the  main 
features  of  the  separate  provisions  of  H.R.  1,  accordingly,  is  mute  on  the 
matter  of  estimating  how  manypersons  might  benefit  from  this  new  departure. 

The  conclusion  is  inescapably  that  earnings  will  continue  to  be  an 
important  part  of  total  income  needed  to  maintain  living  standards  for  our 
older  population.   If  we  are  really  seeking  to  encourage  our  older  people 
to  continue  in  gainful  employment  instead  of  driving  them  out  of  the  labor 
market,  we  should  be  seeking  to  develop  incentives  for  continuing  to  work. 
The  federal  government  does  this  with  its  employees.   The  mandatory  retire- 
ment age  is  70  rather  than  65.   The  employee  is  given  the  option  of  contin- 
uing to  work  at  full  salary  and  the  chance  to  build  additional  pension 
rights  by  continuing  contributions  over  a  longer  period.  Salary  received 
while  employed  up  to  age  70  and  the  prospect  of  a  substantially  better 
pension  in  retirement  are  both  powerful  incentives  for  longer"  employment. 
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On  the  other  hand,  workers  in  Civil  Service  are  given  the  option  of 
retiring  as  aarly  as  age  55  v/ith  30  years  of  service.   An  employee  with 
41  years  and  11  months  service  may  draw  an  annuity  equal  to  80%  of  his 
highest  3  consecutive  years  of  service.   These  options  give  the  worker 
a  choice  which  fairly  balances  the  possibility  of  earlier  retirement  at 
a  reduced  pension  against  later  retirement  with  a  substantially  more 
adequate  pension. 

We  believe  that  the  need  to  maintain  an  adequate  living  standard 
comparable  to  the  individuals  preretirement  standard  is  great.   It  will 
not  be  met  by  the  Social  Security  benefit  alone  and  possibly  not  with  an 
added  private  pension.   Consequently,  we   believe  that  careful  consideration 
should  be  given  to  providing  an  actuarially  increased  Social  Security  bene- 
fit for  each  year  beyound  age  65  up  to  age  70  just  as  the  benefit  is 
actuarially  reduced  for  retirement  prior  to   age  65.   The  present  increase 
of  1  percent  a  year  recognizes  the  principle  we  would  like  to  see  adopted 
but  is  only  token  recognition.   A  question  of  inherent  fairness  appears 
involved.   Why  should  those  who  want  to  work  and  who  continue  to  contribute 
to  the  Trust  Fund  not  benefit  from  such  continued  effort  and  continued 
contribution  to  the  Fund? 

Few  people  have  considered  the  implication  of  lowering  the  age  of  re- 
tirement:  that  the  younger  the  retirement  age,  the  more  employers  will  tend 
to  lower  the  hiring  age  above  which  they  might  be  willing  to  employ  an  adult 
job  applicant,  promote  him  within  the  enterprise,  etc.   The  problem  of  in- 
come and  aging  cannot  be  separated  from  the  v/orklife  experience  of  men  and 
women  long  before  they  enter  the  "pre-retirement!'  years.   Once  again,  the 
principle  of  a  preventive  approach  raises  its  inconvenient  head. 

Rather  than  lower  the  retirement  age  to  provide  more  adequate  benefits 
for  those  whose  physical  disability  prevents  them  from  working  but  who  are 
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not  yet  65  and,  therefore,  not  yet  eligible  for  full  retirement  benefits, 

other  solutions  are  available.   Pechman,  Aaron  and  Taussing  made  two 

2 

suggestions  in  their  1968  analysis  of  the  Social  Security  System: 

"First,  to  provide  cash  benefits  to  those  whose  physical 
disability  prevents  them  from  working,  the  appropriate 
vehicle  is  not  a  retirement  program  which  pays  benefits 
to  all,  but  a  disability  program  which  awards  benefits  to 
those  whose  problems  provoke  a  genuine  social  concer. 
Eligibility  for  disability  benefits  for  insured  persons 
could  be  liberalized  progressively  with  increasing  age. 
A  procedure  analogous  to  that  employed  in  determining 
eligibility  for  veterans'  disability  pensions  might  be 
appropriate.   Permanent  and  total  disability  is  a  condi- 
tion for  benefits  for  veterans  under  age  55;  60  or  70  per- 
cent disability  is  a  condition  for  benefits  between  the 
ages  of  55  and  59;  and  50  percent  disability  is  required 
between  the  ages  of  60  and  64.   Alternatively,  long-term 
unemployment  might  be  taken  as  evidence  of  retirement  among 
workers  beyond  specified  ages.   This  procedure  is  follov;ed 
in  several  Western  European  countries;  for  example,  in  the 
Federal  Republic  of  Germany,  unemployment  for  one  year  pre- 
ceding application  for  benefits  by  persons  age  60  or  older 
establishes  eligibility  for  retirement  benefits. 

Second,  other  programs  need  to  be  developed;  cash  benefits 
alone  are  an  insufficient  response  to  the  problems.   Health 
insurance  is  certainly  one  additional  appropriate  program 
that  can  and  should  be  administered  within  the  existing 
social  security  administrative  structure.   But  other  necessary 
programs,  such  as  adult  education,  training,  and  rehabilitation, 
are  beyond  the  scope  of  social  security.   Also  outside  the 
purview  of  social  security  are  economic  policies  that  assure 
full  employment  and  price  stability. 

Other  countries,  notably  Sweden,  have  intelligently  recognized  that  the 

increased  average  lifespan  made  possible  through  modernized  work  and  health 

environments  requires  a  major  revision  of  late  19th  and  early  20th  Century 

concepts  of  a  "decent"  retirement  age.   As  we  rush  toward  an  era  in  which 

more  and  more"older"  persons  will  demand  and  (in  varying  degrees)  obtain 

adequate  retirement  incomes —  and  as  more  and  more  live  into  their  late 

70 's  and  beyond  --  employment  as  a  significant  source  of  income  for  those 

willing  and  able  to  work  may  have  to  become  much  more  important  than  we  now 

view  it,  partly  to  enable  us  to  provide  decent  incomes  for  the  retired  aged. 


2.   J.  Pechman,  H.  Aaron,  M.  Taussig    ;-cial  Security:  Perspectives  fo- 
Rfeform,  141  (2d  ed.  1972.  
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There  are  iTiany  other  details  of  H.R.  1  that  provide  for  improvements 
in  the  status  of  the  aged  (such  as  the  Medicare-Medicaid  Amendments)  which 
will  not  be  dealt  with  here.   But  in  addition,  aged  persons  with  no  other 
income  are  henceforth  guaranteed  a  monthly  income  of  $14  0  minimum  for  an 
individual  and  nearly  $210  for  a  couple  under  the  Supplemental  Security 
Income    Program.   The  first  $20  of  Social  Security  benefits  is  disregarded 
as  is  the  first  $65  of  earnings  and  $1  of  each  $2  thereafter. 

Finally,  as  should  be  obvious,  such  improvements  are  always  at  the 
cost  of  the  working  population  (which  brings  us  back  to  "inter-generational 
transfer").   Some  income  experts  consider  it  regrettable  that  we  continue 
to  finance  the  Social  Security  system  through  a  regressive  payroll  tax, 
instead  of  through  general  revenues.   The  new  Social  Security  amendments 
raise  the  payroll  tax  from  10.4  per  cent  (shared  equally  by  employees  and 
employer)  of  the  first  $9,000  of  annual  earnings  to  11.7  per  cent  of  the 
first  $10,800  of  earnings  starting  January  1,  1973  --  and  then  in  1974  — 
(through  1977)  this  "taxable  base"  will  be  raised  to  $12,600.   In  consid- 
ering and  weighing  the  impact  of  all  of  these  changes,  we  might  also  keep 
in  mind  some  reference  points  regarding  so-called  adequate  budgets  for 
retired  couples.   These  budgets  also  help  us  in  evaluating  actual  incomes 
of  retired  couples,  discussed  earlier  in  this  report.   The  Bureau  of  Labor 
Statistics,  as  of  May  of  1972,  released  a  report  on  "Three  Budgets  for  a 
Retired  Couple,  Autumn  1971."   (Please  note  the  year  —  1971  —  and  keep 
in  mind  inflationary  trends  since  the  autumn  of  that  year) .   Three  different 
levels  (lower,  intermediate,  and  higher)  were  provided  for  the  "average" 
retired  couple  living  in  urban  areas.   The  methodology,  reasons,  and 
assumptions,  underlying  the  three  different  levels  are  explained  in  the 
full  report  by  BLS.   And  these  levels  range  from  only  $3,319  for  the  lower 
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budget,  to  5  4,77  6  for  the  intermediate,  and  $7,44  3  for  the  higher  ones. 

The  major  components  of  such  budgets  consist  of: 

(1)  food  (2)  housing  (3)  transportation  (4)  clothing  and  personal 
care  (5)  medical  care  and  (6)  "other  items". 

It  is  interesting  to  note  that  even  within  the  so-called  "lower  level 

of  living"budget ,  there  is  a  wide  range  according  to  different  urban  areas; 

for  example: 

Anchorage,  Alaska $4,741 

Hartford,  Conn 3,834 

Atlanta,  Georgia  2,978 

Within  the  "higher  level,"  the  range  in  1971  was: 

Anchorage $9,585 

Boston,  Mass 9,476 

Orlando,  Fla 6,472 

Such  measures  by  BLS ,  many  gerontologists  argue,  should  be  the  stand- 
ards by  which  we  evaluate  and  report  the  "poverty  status"  of  the  elderly 
(and  not  the  extremely  lower  amounts  developed  by  HEW  and  used  by  the  Census 
Bureau,  presented  earlier  in  this  paper)  in  order  to  get  a  more  meaningful 
portrait  of  the  income  status  of  our  aged.   If  v/e  were  to  do  this,  the 
portrait  would,  of  course,  be  more  depressing  than  our  current  reports 
show  us. 
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THE  RETIREMENT  INCOME  CREDIT  SECTION  3  7,-  INTERNAL  REVENUE  CODE 

Rstirerient  Income  Credit  (RIG)  was  designed  to  help  relieve 
part  of  tJis  tax  burden  of  the  elderly  and  of  retired  people  v.'ho 
are  living  on  taxable  retirement  income  (e.g.  pensions,  annuities, 
rents,  interests,  etc.)  and  to  help  equalize  their  tax  treatment 
with  that  of  people  receiving  Social  Security  and  Railroad  retire- 
ment benefits,  most  of  which  are  tax-exempt.   The  RIC  is  presently 
section  37  of  the  Internal  Revenue  Code. 

The  report  of  The  House  Committee  on  Ways  and  Means  that 
accompanied  H.R.  8300,  the  bill  enacted   as  the  Internal  Revenue 
Code  of  1954,  set  forth  the  rational  for  the  introduction  of  the 
retirement  income  credit  as  follows: 

"Under  existing  lav;  benefits  payable  under  the  social-security 
program  and  certain  other  retirement  programs  of  the  Federal 
Governraent  are  exempt  from  income  tax.   Your  committee  believes 
that  the  tax-exempt  status  of  such  benefits  discriminates  against 
persons  receiving  retirem.ent  pensions  under  other  publicly  ad- 
ministered programs,  such  as  teachers,  as  well  as  against  persons 
who  receive  industrial  pensions  or  who  provide  independently  for 
their  old  age.   Your  committee  has  sought  to  adjust  this  differen- 
tial tax  treatment  by  extending  a  limited  exemption,  by  means  of  a 
tax  credit,  to  all  fonns  of  retireraent  income.   In  a  number  of 
respects,  the  exemption  provision  parallels  the  provisions  appli- 
cable to  benefits  paid  under  the  social-security  program." 
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The  report  of  the  Senate  Committee  on  Finance  with  respect  to 
H.R.  8300  described  certain  futures  of  the  credit  intended  to  be 
analogous  to  those  of  social  security. 

"Since  the  benefit  of  the  credit  is  intended  for  retired  indi- 
viduals, the  bill  employs  substantially  the  same  test  of  retirement 
as  that  adopted  for  social-security  purposes.   An  individual  would 
be  permitted  to  earn  up  to  $900  a  year  as  an  employee  or  in  self- 
employment  without  affecting  the  amount  of  the  retirement  credit. 
However,  earnings  in  excess  of  $900  reduce,  dollar  for  dollar,  the 
amount  of  retirement  income  on  which  the  credit  is  based.   If  an 
individual's  earnings  equal  $2,100,  he  would  receive  no  tax  credit 
for  any  retirement  income 


The  bill  also  adopts  a  work-qualifying  test  similar  to  one 
used  for  social-security  purposes  to  determine  whether  an  income 
recipient  above  the  age  of  65,  who  is  not  deriving  earned  income, 
is  a  parson  who  was  actually  engaged  in  gainful  employment  prior 
to  age  65.   Thus,  to  qualify  for  the  credit  an  individual  must  have 
derived  earnings  of  at  least  $600  a  year  in  each  of  any  10  years 
prior  to  the  taxable  year.   A  widow  whose  spouse  would  have  quali- 
fied under  this  requirement  is  herself  qualified.   Where  a  husband 
and  wife  meet  this  requirement,  each  can  qualify  for  the  retirement 
credit.  " 

For  taxpayers  to  qualify  for  the  credit  as  it  presently  exists. 
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they  must  have  earned  at  least  $600/year  for  any  preceeding  ten 
years.   However,  a  person  is  ineligible  to  receive  RIC  if  he  has  re- 
ceived $1524  ($2286  for  joint  returns)  in  Social  Security  or  Rail- 
road retirement  benefits,  or  if  he  has  earned  more  than  $2424  (aged 
62  and  under)  or  $2974  (aged  62-72).   Credit  is  computed  on  the 
allowable  maximum  ejnount  of  retirement  income  ($1524  or  $2286) ,  this 
figure  is  then  reduced  by  certain  pensions  and  annuities  and  earned 
income  received. 

In  its  present  form,  the  Retirement  Income  Credit  has  been 
shown  to  be  far  too  complicated.   To  claim  RIC,  the  taxpayer  must 
fill  out  Schedule  R,  a  separate  page  of  another  nineteen  possible 
calculations  (in  addition  to  his  regular  tax  schedule).   As  a  result 
of  these  complexities,  it  has  been  estimated  that  as  many  as  4  0%  of 
all  those  eligible  for  RIC  either  fail  to  claim  it  or  else  make 
errors  in  calculating  their  credit.   Since  so  many  of  those  retired 
persons  who  should  be  benefitting  from  the  credit  are  not  being 
helped,  the  need  for  revision  and  simplification  becomes  obvious. 


This  estimated  40%  figure  is  sketchy  at  best  because  it  v?as 
obtained  by  the  Internal  Revenue  Service's  observation  of 
an  exceptionally  small  handpicked  sample  of  the  population. 
For  more  information  on  exactly  v/ho,  among  that  40%,  gets 
classified  as  omitting  the  credit  completely,  who  ranks  as 
trying  to  claim  more  credit  than  they  were  entitled  to,  and 
who  claimed  less  than  they  were  eligible  for,  contacting 
Mr.  J.  Howard  Wilson  at  the  IRS  (964-3157)  may  be  of  some 
value.   However,  deducing  information  on  the  basis  of  this 
sample  would  be  marginally  useful  because  of  the  aforemen- 
tioned shoddy  statistical  techniques.   VJe  can  accept  a  fi- 
gure in  the  area  of  40%  however,  since  the  Senate  Finance 
Committee  observes  a  similar  number,   (See  Social  Security 
Amendments  of  1972 
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Seeking  to  ameliorate  the  problems  confronting  older  taxpayers, 
several  alternative  methods  of  improving  upon  the  present  tax  schedule 
have  been  suggested.   Although  there  are  several  specific  proposals  for 
tax  reform  pending  before  Congress,  most  have  been  referred  to  the 
House  Ways  and  Means  Committee  for  further  examination.   As  yet,  this 
ccmmittee  has  not  heard  specific  testimony  on  particular  items  of 
legislation,  rather  it  has  chosen  to  call  for  testimony  on  tax  reform 
questions  in  general. 

In  testimony  before  the  Ways  and  Means  Committee  our  organizations 

urge  that  the  retirement  income  credit  be  updated  and  simplified. 

"Since  the  purpose  of  the  retirement  income  credit  is 
to  provide  individuals  who  receive  little  or  no  social 
security  benefits,  but  who  receive  other  forms  of  re- 
tirement income,  the  opportunity  to  receive  tax  treat- 
ment roughly  comparable  to  that  available  to  those  who 
receive  the  maximum  social  security  benefits,  v;e  believe 
that  the  amount  of  retirement  income  eligible  for  credit 
computation  should  equal  the  present  maximum  primary 
benefit  under  social  security.   We  further  believe  that 
the  limitation  on  earned  income  should  be  liberalized  to 
correspond  with  the  present  limit  of  the  social  security 
earnings  test. 
In  the  opinion  of  our  Associations,  there  are  basically  two  ways  to 

deal  with  problems  arising  from  dissatisfaction  with  the  present  credit: 
either  one  can  accept  the  present  RIC  as  a  generally  effective  program 
which  merely  needs  updating  and  simplification,  or  one  can  turn  instead 
to  instituting  an  entirely  new  system.   The  main  alternatives  within 
this  scope  are:   1)  the  Senate's  proposed  Retirement  Income  Credit,  and 
2)  the  House's  Credit  for  the  Elderly,  both  these  programs  being  basical- 
ly new  slants  on  the  present  system.   The  Administration  has  proposed 
a  new  system,  called  the  Age  Credit.   Each  of  these  proposals  agree 
insofar  as  they  would  give  the  taxpayer  fewer  "qualifications"  to  meet; 
however,  there  are  some  noticeable  differences  to  consider. 

2";   Hearings  on  Tax  Reform  Before  the  House  Comm.  On  Ways  and  Means, 
m  ,  ^       ,  Prepared  Statement  of  Bernard  E.  Nash, 

93rd  Cong.,  1st  Sess., 
Executive  Director,  NRTA  and  .-_AR?  (1973). 
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We  will  look  first  at  the  Age  Credit  proposal  of  the  Administration. 
The  Age  Credit  would  compute  credit  as  a  percentage  of  a  fixed  dollar 
amount  which  would  be  reduced  by  amounts  of  Social  Security  and  Rail- 
road retirement  benefits  received.    Age  credit  differs  from  RIC  in 
several  ways,  among  other  factors,  it  eliminates  both  the  previously 
earned  income  consideration  and  the  "earned  income  received"  reduction 
that  are  present  in  the  IRC  §37.   Perhaps  most  significantly,  the  Age 
Credit  services  only  those  over  65,  regardless  of  retirement  status. 

Charts  A  &  B  appended  hereto,  should  assist  in  comparing  the  effect 
of  the  present  income  credit  on  individuals  by  income  classes  with  the 
projected  effect  for  the  proposed  age  credit.   We  can  reduce  these 
charts  to  rough  "who  is  helped-who  is  hurt"  comparisons. 

In  the  lower  income  classes,  the  age  credit  benefits  fewer  persons. 
By  income  class: 
$0-2999      Nearly  90,000  of  all  returns  claiming  RIC  would  not  be 

eligible  for  the  new  age  credit;  a  significant  number  of 

these  are  persons  aged  65  and  over. 
$3,000-4999   100,000  returns  are  omitted  under  the  age  credit,  again, 

the  bulk  of  those  being  people  over  65. 
$5000-6999    Here  the  two  systems  seem  to  even  out,  with  a  similar  number 

of  eligibles  being  covered  in  the  new  and  in  the  present 

system. 
$7000  up     From  this  point  on,  the  Age  Credit  helps  a  greater  number 

of  persons  than  does  the  present  RIC. 
$7000-9999   An  additional  80,000  returns  are  eligible  to  acquire  the 

age  credit  (and  given  that  30,000  sub-65  returns  cannot 


3.   Treas.  Dept.  ,  Proposal  for  Tax  Char.-e,  113  (April  30,  1973 


446 


claim  under  RIC,  an  additional  110,000  returns  of  those 

over  65  would  be  helped) . 
$10000-149999  Of  those  returns  falling  into  this  income  bracket,  70,000 

returns  of  those  aged  6  5+  are  helped,  compared  to  20,000 

sub-65  who  are  hurt. 
$15000  up    From  this  point  on,  there  are  fewer  and  fewer  returns  of 

those  under  65  claiming  RIC,  so  fewer  of  them  are  hurt; 

but  the  age  credit  makes  funds  available  to  nearly  300,000 

extra  returns  of  taxpayers  over  65. 
Because  the  Age  Credit,  as  proposed  by  the  Administration,  hurts  so  many 
persons  (returns)  in  the  lower  income  classes,  and  prefers  instead  to 
render  (less  necessary)  assistance  to  those  with  higher  incomes,  we 
view  the  Age  Credit  as  an  aid  to  the  less  needy  upper  income  classes. 
A  look  at  the  dollar  amounts  and  their  distribution  shows  similar  trends. 
Those  under  the  $7000  mark  receive  less  benefit  than  they  receive  under 
the  present  system  and  those  over  the  $7000  bracket  benefit  more. 

These  charts  show  that  if  the  age  credit  system,  as  proposed  by 
the  Administration,  were  enacted,  all  of  those  under  age  65  would  be 
excluded  from  receiving  the  RIC  for  which  they  are  currently  eligible. 
We  are  speaking  here  in  terms  of  130,037  returns  (there  are  no  statistics 
available  which  would  give  us  numbers  of  people)  and  $23,818,000;  or 
nearly  10%  of  all  returns  requesting  the  RIC. 

To  some  of  these  people,  the  RIC  benefit  comprises  as  much  as  4% 
and  5%  of  their  adjusted  gross  income;  for  people  making  less  than 
$7000  per  year,  this  is  a  significant  amount  of  money  loss. 

The  IRS  claims  it  is  willing  to  allow  for  the  hardship  which  might 
be  incurred  by  these  sub-65  taxpayers  on  the  grounds  that  their  main 
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goal  is  simplification,  and  if  the  sub-65  retirees  are  hurt,  (as  they 
will  be) ,  it  is  to  be  justified  by  the  production  of  a  more  simplified 
tax  form. 
Costs  of  Programs 

Retirement  Income  Credit  "cost"  the  federal  government  approximately 
$168  million  in  1970.   We  know  that  this  amount  has  decreased  signifi- 
cantly over  the  past  two  years  due  to  increases  in  Social  Security.   We 
will  not  know  by  how  much  it  has  changed  though,  until  late  in  1975, 

since  the  Internal  Revenue  Service  waits  three  years  before  disclosing 

4 
tax  statistics  to  the  public. 

The  Administration's  age  credit  proposal  would  involve  additional 
government  revenue  loss  of  about  $75  million  (this  $  amount  indicates 
the  increase  in  Federal  revenue  loss  over  and  above  that  already  being 
lost  of  $140  (?)  million  or  a  total  of  $225  million. 

The  Senate  proposal  as  described  in  the  report   of  the  Finance 
Committee  which  accompanied  H.R.  1  last  year  is  slightly  more  expensive, 
costing  an  estimated  $275  million  more  than  the  present  program.   Lastly, 
the  House  bill  provision  which  is  described  in  the  Committee  Report 
accompanying  H.R.  1,  (by  far  the  most  generous  to  the  elderly),  would 
involve  an  expenditure  of  $375  million  above  the  dollar  amount  now 
devoted  to  Retirement  Income  Credit. 


4.  Unquestionably,  the  Treasury  Department  has  greater  access  to  such 
information,  so  their  figures  have  been  relied  upon  more  heavily  in 
these  computations  than  would  normally  have  been  the  case.   Based 
on  some  of  their  calculations,  RIC  in  1972  was  in  the  area  of  $150 
million.   Treasury  Dept.  figues  courtesy  of  Floyd  0.  Reeves, 
Treasury  Dept.,  Office  of  Tax  Analysis. 

5.  S.  Rep.  No.  1230,  92d  Cong.  2d  Sess.  587  (1972). 

6.  H.R.  Rep.  No.  231,  92d  Cong.  1st  Sess.  237  (1971). 
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The  figures  for  the  House  and  Senate  proposals  were  calculated  in 
1970  based  or.  projections  made  at  that  time.   (What  the  Treasury  Dept. 
said  in  1970,  with  respect  to  the  projected  situation  in  1973  is  not  in 
fact  an  exact  picture  of  what  1973  looks  like  in  1973,  so  minor  diffi- 
culties arise  here.   The  two  major  differences  concern  the  IRS  assumption 
that  the  RIC  would  be  greater  than  it  actually  turned  out  to  be,  and,  in 
fact,  their  calculations  didn't  take  into  account  the  subsequent 
Revenue  Act  of  1971.   The  Treasury  Dept.  based  their  numbers  on  a 
standard  deduction  of  $1000.) 

It  is  more  difficult  to  compare  the  House  or  Senate  proposals  with 
the  Retirement  Income  Credit  in  its  present  form  since  less  specific 
information  is  known  about  the  dollar-return  breadkdown  of  these  two 
Senate  and  House  proposals.   Chart  C  deals  with  the  House  proposal. 
A  look  at  chart  D  would  show  us  rough  percentages  of  where  the 
benefits  would  be  applied.   This  chart,  which  follows,  gives  the 
pattern  of  distribution  of  funds  by  the  various  proposals. 

Referring  to  the  last  two  columns  (5  and  6) ,  we  see  the  Age  Credit 
to  be  a  program  which  would  tend  to  unduly  benefit  persons  in  the  higher 
income  brackets.   For  exi^mple,  only  43%  of  total  Age  Credit  finances 
would  go  to  returns  having  an  adjusted  gross  income  of  less  than  $10,000. 
By  contrast,  the  House  and  Senate  proposals  (columns  2  and  3)  would 
allow  for  as  must  as  80%  of  the  benefit   to  go  to  those  having  income 
under  $10,000.   Obviously,  in  the  opinion  of  our  organizations,  it  is 
the  less  well-to-do  members  of  society  who  are  in  need  of  federal 
assistance  of  this  nature,  and  programs  which  actually  assist  those  in 
need  are  to  be  favored  over  those  which  do  little  to  coreect  a  bad 
situation. 
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On  tha  basis  of  our  calculations  therefore,  we  would  support  the 
House  proposal  as  contained  in  the  House  version  of  H.R.  1  last  year 
as  being  the  most  equitable  plan  for  distributing  benefits  through  the 
use  of  a  retirement  income  credit  against  federal  income  tax  liability. 
We  would  hasten  to  add  however,  that  other  proposals  to  update  the 
retirement  income  credit,  such  as  S.1811   which  v/as  introduced  by 
Senator  Church  and  which  would  increase  the  maximum  amount  which  could 
be  taken  into  account  for  purposes  of  computing  the  credit  to  $2,500 
for  a  single  aged  person  and  to  $3,750  for  elderly  couples,  would  also 
have  our  support. 


7.   S.1811,  93d  Cong.  1st  Sess .  (1973). 
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CHART  E 


A  non-numerical  comparison  of  three  proposals  shows  us: 


Proposals: 


Includes  retirees 
under  age  65 


Compares  closely 
with  current  RIC 


Allows  credit  for 
earned  income 


Administration 
(Age  Credit) 


Simplifies  calculations 


House  I  Senate 

•  (Credit  for  Elderly)!   (RIC) 
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PUBLIC  PENSION  SYSTEMS  THE  NEED  TO  COORDINATE 

System  Overlap  and  Cost  Consequences 
If  OASDI  and  other  public  pension  systems  such  as  Railroad  Retire- 
ment, are  to  provide  more  adequate  benefit  levels  to  the  future 
aged,  such  pension  systems  must,  of  necessity,  be  coordinated 
with  each  other.   With  the  exception  of  career  military  personnel, 
government  employees  and  other  workers  are  assum^ed  to  earn  eligi- 
bility vinder  only  one  pension  system  and  benefits  are  structured 
accordingly.   However,  because  of  the  lack  of  coordination  between 
OASDI  and  other  pension  systems,  workers  often  qualify  for  pension 
benefits  under  two  or  more  pension  systems.   Career  military  offi- 
cers, for  example,  may  retire  after  20  years  of  service  eligible 
for  both  a  military  pension  and  social  security.   Such  multiple 
eligibility  is  understandable  and  indeed  desirable  in  the  case  of 
military  retirement  and  private  pensions  since  one  of  the  motiva- 
ting factors  behind  the  establishment  of  such  plans  is  the  recruit- 
ment and  retention  of  employees.   However,  in  the  case  of  public 
pension  systems  which  are  each  designed  to  provide  basic  and  ade- 
quate retirement  benefits,  multiple  eligibility  is  less  justifiable. 
Not  only  is  the  cost  of  dual  benefits  substantial,  but  too  often 
such  basic  benefits  are  received  by  those  who  are  not  in  need  of 
them. 

In  commenting  on  this  problem  with  respect  to  OASDI,  Pechman, 
Aaron  and  Taussig,  in  their  1968  analysis  of  the  social  security 
system,  made  the  following  observations: 
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Multiple  eligibility  is  clearly  contrary  to 
the  intent  of  social  security  system.   Dis- 
proportinate  benefits  for  workers  with  low 
wage  histories  are  justifiable  only  because 
such  workers  are  assumed  to  have  been  unable 
to  save  adequately  for  retirement,  and  the 
same  relative  decline  in  living  standards 
is  assumed  to  be  less  tolerable  than  it  is 
for  workers  who  had  higher  incomes . 

Ou  Associations  believe  that  because  of  the  cost  consequences  of 
providing  basic  retirement  pensions  sufficient  to  enable  the  future 
aged  to  maintain  in  retirement  a  standard  of  living  equal  to  that 
experience  prior  to  retirement,  we  cannot  continue  to  ignore  the 
lack  of  coordination  between  public  retirement  systems  which,  be- 
cause of  the  dual  benefits  problem,  may  permit  more  than  adequate 
benefits  to  some  and  less  than  adequate  benefits  to  others.   We 
are  encouraged  by  the  Commission  on  Railroad  Retirement's  recom- 
mendations with  respect  to  a  restructuring  of  that  system  to  coor- 
dinate it  with  social  security.   Such  reforms  are  to  be  encour- 
aged.  We  urge  this  committee  to  undertake  hearings  to  explore 
in  greater  detail  the  impediments  to  and  prospects  for  a  coordi- 
nated systems  approach  to  the  problem  of  providing  adequate  retire- 
ment income  for  all  retirees. 


1.   J.  Pechman,  H.  Aaron,  M.  Taussig,  Social  Security;  Perspectives 
for  Reform,  110-111  (Second  Edition,  1968) . 
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APPENDIX 

REPORT  ON  THE  RETIRE^4ENT  TEST  PREPARED  FOR  THE  NATIONAL  RETIRED  TEACHERS 
_       ASSOCIATION! AND  THE  AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 

I.   PURPOSE  AND  PROCEDURE 

The  purpose  of  the  following  report  is  to  estimate  the  benefits 
and  cost  of  increasing  the  retirement  test  income  from  its  present 
level  of  $2,400  to  that  proposed  by  the  National  Retired  Teachers 
Association  and  the  American  Association  of  Retired  Persons,  $3,600. 
The  economic  status  of  persons  65  and  over,  those  affected  by  the 
proposal,  will  also  be  analyzed  so  as  to  provide  a  proper  perspective 
from  which  to  evaluate  the  benefits. 

The  analytical  methods  used  in  this  report  are  necessarily  crude 
due  to  data  limitations  and  time  constraint.   Therefore,  the 
figures  estimated  should  be  viewed  as  rough  approximations  and  not 
the  results  of  a  careful  and  detailed  statistical  study.   They  should, 
however,  be  considered  sufficiently  accurate  for  the  purpose  of  this 
report. 

In  some  instances  where  data  was  especially  lacking , simplifying 
assumptions  were  used  in  generating  estimates.   These  assumptions 
are  theoretically  sound,  however,  and  should  not  detract  from  the 
credability  of  this  report.   Sufficient  tables  are  provided  with  this 
report  to  support  the  figures  presented.   Where  tables  are  lacking, 
references  are  made  to  the  source  of  certain  figures.   In  some  in- 
stances, appendices  are  attached  to  demonstrate  the  methods  used  in 
generating  estimates.   The  data  base  period  used  is  primarily  1970-71. 

II.   ECONOMIC  STATUS  OF  THE  POPULATION  65  AND  OVER 


In  1970,  approximately  20,040,000  individuals  were  in  the  65 
and  over  age  group.   Of  these,  3,  120,000  were  part  of  the  civilian 
labor  force  (Table  4,  Handbook  of  Labor  Statistics).   The  proposal 
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under  study  directly  affects  only  those  within  the  labor  force.   The  ^ 
financial  resources  of  these  individuals  are  primarily  earnings,  so- 
cial security  benefits  and  assets  of  various  types.   The  following 
income  and  wealth  information  will  give  us  some  indication  of  the 
economic  status  of  this  age  group. 

A.   INCOME;   General  Comparisons 

The  1970  income  (earnings   +   social  security  benefits 
+  other)  for  this  age  group  can  be  calculated  from  columns 
14  and  15  of  Table  245  (Detailed  Characteristics:  Census  of 
Population) .   The  mean  income  for  this  age  group  was  ap- 
proximately $3,14  0,  while  the  median  was  $2,000.   (See  ap- 
pendix I  for  calculations) .   These  figures  are  for  the  entire 
age  group.   For  that  segment  of  this  age  group  who  are  em- 
ployed, the  mean  income  was  $7,543  and  the  median  $5,453 
The  above  figures  indicate  that  those  who  stand  to  benefit  from  the 
proposal  under  study  have  incomes  substantially  above  the  group  averag 
Most  of  these  individuals  have  incomes  of  $5,453  or  less,  however. 


B.   BREAKDOWN  OF  INCOME  OF  FAJ'IILIES  WITH  HEAD  65  YEARS  AND 
OLDER 

The  purpose  of  the  following  information  is  to  give  some 
indication  as  to  the  importance  of  the  earnings  and  Social 
Security  benefits  components  of  income.   This  information 
is  necessary  for  evaluation  of  the  proposal  under  study  since 
its  impact  would  be  on  these  two  components  of  income. 
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In  1969,  for  the  entire  age  group,  the  mean  family 
income  v/as  $7,4  06.   Of  this,  earnings  comprised  52.3%, 
Social  Security  benefits  comprised  20.5%,  and  27.2%  was 
comprised  of  other  income  (public  assistance  income,  etc.) 
Therefore,  earnings  and  Social  Security  benefits  account 
for  72.8%  of  income  received  by  families  with  head  65  or 
older.   (Table  264.   Detailed  characteristics,  census  of 
Population) .   It  should  be  noted  that  these  percentages  only 
give  a  rough  indication  of  the  importance  of  earnings  and 
Social  Security  benefits  for  families  with  employed  indi- 
viduals 65  and  over;  they  deal  with  the  entire  group  65  or 
over  regardless  of  whether  or  not  these  families  contain 
individuals  in  the  group  who  are  employed. 

C.   NET  WORTH  OF  SOCIAL  SECURITY  BENEFICIARIES  65  AND  OVER 

The  economic  status  of  the  age  group  under  consideration 
cannot  be  determined  solely  on  the  basis  of  income.   Net  worth 
is  an  important  financial  resource  which  should  be  taken  into 
account. 

Net  worth  figures  for  this  age  group  are  quite  crude.   The 
statistics  listed  here  are  from  a  1963  survey  made  by  the 
Social  Security  Administration,  called  "Resources  After  Retire- 
ment.  They  are  adequate,  however,  in  giving  us  some  indica- 
tion as  to  the  financial  resources  available  to  the  aged  for 
purposes  of  supplementing  their  incomes.   From  Table  18  (Re- 
sources After  Retirement) ,  it  can  be  seen  that  the  median  net 
worth  for  this  age  group  was  approximately  $3,000  in  1951.   To 
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estimate  median  net  worth  for  1970,  this  figure  was  put  in  1970 
dollars  and  adjusted  for  an  upward  trend.   The  resulting 
•estimate  was  §8,000  (See  Appendix  II  for  calculations). 

It  should  be  noted  that  the  major  component  of  net  worth 
is  home  equity;  this  does  not  provide  a  readily  available 
source  from  which  to  supplement  income.   Other  components 
of  net  worth,  such  as  savings  deposits,  do  readily  supple- 
ment income.   Using  the  1957  data  available  in  Table  11, 
(Resources  After  Retirement) ,  a  median  annual  dissaving 
estimate  was  made  for  1970:   this  figure  is  $650. 

With  respect  to  the  group  that  will  be  directly  affected 
by  the  proposal  under  study  (the  16%  or  so  of  the  65  and  over 
who  are  employed) ,  it  can  be  argued  that  their  median  net 
worth  and  dissaving  would  be  somewhat  less  than  $8,000  and 
$650  respectively  (medians  for  the  65  and  over  group  as  a 
whole) .   The  very  fact  that  they  are  employed  might  imply  that 
their  net  v/orth  is  insufficient  to  supplement  social  security 
benefits;  therefore,  earnings  from  employment  are  needed. 

D.   CONCLUSIONS 

From  the  above  analysis,  it  may  be  hypothesized  that  the 
economic  status  of  those  individuals  who  will  benefit  from 
the  proposal  is  no   higher  than  that  for  the  group  as  a 
whole..   While  their  median  income   is   higher  than  that  for 
the  entire  group  ($5,453  as  compared  to  $3,140)  their  median 
net  worth  and  dissaving  may  be  somewhat  less,  as  argued  above, 
and,  therefore,  offset  the  income  discrepancy. 
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III.   ESTIi'^ATION  OF  BENEFITS 

Theoretically,  the  proposal  under  study  should  have  three 
.beneficial  effects: 

(1)  increased  earnings; 

(2)  increased  Social  Security  benefits;  and 

(3)  increased  labor  force  participation  by  the  aged. 
The  impact  of  the  proposal  on  these  three  things  will  be 

analyzed  in  this  section. 

A.   IMPACT  ON  LABOR  FORCE  PARTICIPATION 

During  the  1960 's,  the  Retirement  test  income  was  in- 
creased three  times: 

1960-1965  $1,200 

1965-1967  1,500 

1967-1972  1,680 

The  impacts  of  these  changes  on  labor  force  participation 
of  the  aged  can  be  estimated  by  observing  Table  5  (Handbook 
of  Labor  Statistics) .   The  following  rates  were  taken  from 
the  Table  and  a  2-year  impact  log  was  assumed. 

Effect  of  1960  Change 


Year 

Labor  Force  Participation  Rates 

65  and  Over            Entire  Population 

Males   Females  (Married)  f-tales   Females  (Married) 

1960 

36.6        6.7          89.2      31.9 

1962 

33.8        6.3          88.2      32.8 
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2.   Effect  of  1965  Change 

Year  Labor  Force  Participation  Rates 


65  and  Over  Entire  Population 

Males   Females  (Married)  Males   Females  (Married) 

1965       30.2        6.7  87.4         44.4 

1967      .  30.1        6.9  87.0         55.3 


3.   Effect  of  1967Change 

Year  Labor  Force  Participation  Rates 

65  and  Over  Entire  Population 

Males   Females  (Married)   Males   Females  (Married) 

1967      30.2         6.7  87.4        55.3 

1969      29.9         7.1  86.8        56.7 

From  the  above,  it  can  be  seen  that  the  1960  changes  had 
no  significant  effect  on  the  labor  force  participation  of  the 
aged.   This  does  not  imply,  however,  that  increasing  the 
retirement  test  income  has  a  neutral  effect  on  labor  force 
participation.   During  the  same  period.  Social  Seucirty  bene- 
fits were  also  increasing.   This  would  tend  to  have  a  negative 
impact  on  the  labor  force  participation  of  the  aged  and,  there 
fore,  offset  any  positive  impact  that  might  result  from  in- 
creasing the  retirement  test  income.   For  example,  during  the 
1960-1969  period  average  monthly  benefits  increased  from  $74 
to  $100.   (Table  464,  Statistical  Abstracts  of  the  United 
States).   For  the  1965  change  ($1,200  to  $1,500)  and  individual 
would  stand  to  gain  a  maximum  of  $150  more  than  he  would  if 
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he  entered  the  labor  force  before  the  change.   (This  was 
calculated  by  multiplying  the  difference  between  $1,500  and 
$1,200  by  the  marginal  tax_rate  of  50%).   Monthly  retirement 
benefits  during  the  1965-1968  period  increased  by  approxima- 
tely $15  per  month  or  $180  per  year  on  average  (Table  464). 

Despite  the  fact  that  the  increased  retirement  test  income 
seemed  to  be  just  offset  by  increased  Social  Security  benefits 
for  the  1965  period,  it  could  be  argued   that  the  amounts  are 
too  small  to  give  anyone  incentive  or  disincentive  to  enter 
the  labor  force.   However,  for  the  proposal  under  study  a 
potential  entrant  into  the  labor  force  stands  to  gain  a 
maximum  of  $750  [$3 , 600-$2 ,100  (the  present  level)  x  50%). 
$750  would  have  a  stronger  luring  impact  than  $150.   This, 
however,  should  be  expected  to  be  offset  by  even  more  sub- 
stantial increases  in  Social  Security  benefits;  for  example, 
from  1970-71,  average  monthly  benefits  increased  by  $14. 
Overall,  it  would  seem  that,  even  in  the  light  of  more  sub- 
stantial Social  Security  benefits,  the  present  proposal  should 
have  a  stronger  impact  on  labor  force  participation  by  the 
aged  than  the  changes  that  occurred  during  the  1960's. 

B.   IMPACT  ON  EARNINGS 


The  following  will  give  some  indication  as  to  the  effect 
of  the  proposal  under  study  on  the  earnings  of  individuals 
65  and  over  already  in  the  labor  force.   The  projections  are 
based  on  a  study  by  the  Social  Security  Administration  on  the 
impact  of  the  1965  change  in  the  retirement  test  income  on  the 
earnings  of  the  aged.   ("Older  Worker  Earnings  and  the  1965 
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Social  Security  Amendments.")   The  basic  simplifying  assump- 
tion made  is  that  the  impact  of  the  present  proposal  will  be 
of  the  same  magnitude  as  that  which  occurred  under  the  1965 
change.   Since  a  similar  study  could  not  be  possibly  carried 
out,  such  an  assumption  was  deemed  necessary. 

One  of  the  basic  conclusions  of  the  SSA  study  is  that 
most  working  beneficiaries  restrict  their  earnings  in  order 
to  receive  full  Social  Security  retirement  benefits  (Table  5) . 
Of  the  sample  taken  in  this  study,  approximately  200  of  the 
males  and  100  of  the  females  were  employed.   85  of  the  males 
and  64  of  the  females  tended  to  have  earnings  concentrated 
around  $1,500  (the  retirement  test  income  during  this  period). 
The  impact  on  earnings  of  changing  the  retirement  test  income 
depends  primarily  on  two  things: 

(1)  the  distribution  of  earnings;  and 

(2)  the  magnitude  of  the  change. 

If  the  same  distribution  is  assumed  for  the  present 
proposal  (i.e.  the  earnings  of  most  workers  will  tend  to 
be  concentrated  around  $3,600),  then  a  reasonable  estimate 
of  its  impact  on  earnings  can  be  made. 

The  results  of  the  SSA  study  indicate  that  the  increase 
in  earnings  for  males  was  $80  and  $65  for  females  on  average. 
If  all  workers  adjusted  their  earnings  strictly  according  to 
the  retirement  test  income  (i.e.  earned  $1,200  before  change 
and  $1,500  after  change),  then  the  increase  in  earnings  would 
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be  $300  for  all  workers.   $300  is  therefore  the  maximum 
potential  increase  in  earnings.   Similarly,  under  the  present 
proposal,  $1,500  {$ 3 , 600-$2 ,100)  is  the  maximum  potential 
increase  in  earnings.   If  a  similar  earnings  distribution 

is  assumed  for  the  present  period  as  existed  in  the  1965 

actual  increase  in  earnings 
period,  then  the  maximum  increase  in  earnings  ratio  should 

be  the  same  for  the  two  periods  (assuming  everything  else 

the  same).   This  is  the  assumption  that  was  made.   For  the 

$30  $65 

1965  period,  the  above  ratio  was  5303   for  males  and  ^ 

for  females. 

A  weighted  average  of  the  two  can  be  calculated  using 
the  sample  size;  this  is  %J^    . 

To  estimate  the  average  increase  in  earnings  which  would 
occur  under  the  present  proposal,  the  following  simple  cal- 
culation is  made. 

$75   _   X         X  =  average  increase  in 
300     $1500  earnings  under  present 

proposal . 

300x   =  112,500 

X   =  $375 


This  average  increased  earnings  of  $375  should  be  viewed 
in  the  light  of  the  economic  status  indicator  for  the  group 
of  employed  individuals  65  and  over.   Comparing  this  with 
a  mean  income  of  $7,453  for  the  group,  it  can  be  determined 
that  mean  income  for  the  group  would  increase  by  approximately 
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5*  (_1Z§_) ,   This  may  be  even  more  significant  if  net  worth 
^7,453' 

and  annual  dissaving  is  substantially  less  than  $8,000  and 
$650  respectively  for  the  group  on  average. 

C.   IMPACT  ON  SOCIAL  SECURITY  BENEFITS 

The  prupose  of  this  section  is  to  determine  what  earnings 
groups  stand  to  benefit  the  most  in  terms  of  increased  Social 
Security  benefits.   Social  Security  benefits  for  four  earnings 
groups  are  analyzed : 

(1)  those  around  the  present  retirement  test  income; 

(2)  those  around  the  proposed  retirement  test  income; 

(3)  those  around  the  income  where  Social  Security 
benefits  become  0  under  the  present  system;  and 

(4)  those  around  the  income  where  Social  Security 
benefits  become  0  under  the  proposed  system. 

To  calculate  the  earnings  in  groups  (3)  and  (4 ) ,  an 
estimate  of  average  annual  Social  Security  benefits  (Table 
464,  Statistical  Abstract)  was  made  and  the  present  50% 

marginal  tax  rate  was  used.  Estimated  annual  benefits 
are  $1,600. 

Under  the  present  system,  zero  benefits  occur  at  earnings 
of  $6,300  (3  X  $2,100)  and  for  the  proposed  system  at  earnings 
of  $10,800.   Using  this  information,  the  following  estimates 
were  made . 


$1,600 

0 

■ -$    -750            '-^ 

'            '$850 

0 

$250 

0 

0 
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EARNINGS    AVERAGE  BENEFITS         AVERAGE        AVERAGE  CHANGE 
GROUP       UNDER  PROPOSAL     PREVIOUS  BENEFITS    IN  BENEFITS 

(1)$2,100      $1,600 

(2)23,600  :/^i.$l,600      - 

(3)$6,300      $   250 

(4)$10,800        0 

The  above  analysis  indicates  that  those  who  stand  to 
benefit  the  most  in  terms  of  increased  Social  Security  bene- 
fits are  those  in  the  $3,600  earnings  group. 

In  1970,  approximately  1.6  million  workers  (about  1/2  of 
the  labor  force  65  and  over)  received  reduced  benefits  as  a 
result  of  excess  earnings.   Total  benefits  lost  amounted  to 
approximately  $2  billion  ($2.1  billion  in  1971)  .   Projected 
for  1974  (when  the  proposal  would  take  effect)  this  would 
be  approximately  $2.4  billion  in  benefits  foregone.   There- 
fore, total  increased  benefits  accruing  to  workers  65  and 
over  would  be  same  %  of  $2.4  billion.   It  can  be  safely 
assumed  that  increased  Social  Security  benefits  will  be  at 
least  50%  since  the  magnitude  of  the  change  in  the  retirement 
test  income  would  be  quite  substantial. 

Assuming  that  benefits  lost  v/ould  be  reduced  by  50%;  the 
total  increase  in  Social  Security  benefits  accruing  to  workers 
65  and  over  would  be  approximately  $1.2  billion.   This,  coupled 
with  average  increased  earnings  of  $375  or  a  total  of  $1.2 


These  figures  were  obtained  from  Mr.  Alpein,  Deputy  Actuary 
of  SSA  in  Baltimore. 
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billion.   This,  coupled  with  average  increased  earnings  of 
$375  or  a  total  of  $1.2  billion  [$375  x  3.2  million  (workers 
■  6  5  and  over)]",  would  yield  additional  income  in  the  order 
of  $2.4  to  this  group. 

IV.   COSTS  OF  THE  PROPOSAL  UNDER  STUDY 

The  two  major  costs  of  the  proposal  would  be  the  increased 
Social  Security  benefits  paid  out  by  the  SSA  and  whatever  displace- 
ment that  might  occur  in  the  labor  force  as  a  result  of  increased 
participation  on  the  part  of  individuals  65  and  over. 

The  cost  of  increased  benefits  paid  out  may  not  be  a  matter  of 
simply  looking  at  dollar  figures.   The  question  one  must  ask  is 
what  are  the  implications  of  giving  more  benefits  to  the  employed 
segment  of  the  65  and  over  group.   If  the  SSA  has  a  budget  constraint, 
then  increased  benefits  to  this  group  may  imply  lower  overall  bene- 
fits, than  would  otherwise  be  the  case,  to  the  remainder  of  the  65 
and  over  age  group.   In  other  words,  what  may  well  occur  is  a  redis- 
tribution of  Social  Security  benefits  away  from  the  unemployed  seg- 
ment of  the  65  and  over  age  group  in  favor  of  the  employed  segment. 
This  would  be  a  desirable  outcome  only  if  the  economic  status  of  the 
latter  group  is  lower  than  that  of  the  former.   Looking  at  income  data 
alone,  it  would  appear  that  this  is  not  the  case.   But  as  was  argued 
above,  net  worth  is  also  an  important  determinant  of  economic  status. 
If  one  were  to  accept  the  hypothesis  that  net  worth  tends  to  be  less 
among  the  employed  individuals,  then  it  could  be  argued  that  economic 
status  may  not  differ  significantly  between  the  two  groups. 
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since  it  is  expected  that  labor  force  participation  by  the  age 
group  will  either  remain  the  same  or  only  increase  slightly,  labor 
force  displacement  of  other  age  groups  does  not  present  a  problem. 
However,  if  the  tendency  is  increased  hours  worked  on  the  part  of 
those  already  employed,  this  may  choke  off  earnings  which  v/ould 
otherwise  go  to  other  age  groups.   To  estimate  the  costs  of  this, one 
would  have  to  determine  which  age  groups  would  be  affected.   The 
only  age  group  which  would  have  an  economic  status  below  that  of  the 
age  would  be  those  in  the  16-24  year  old  range.   It  may  be  deemed 
undesirable  to  redistribute  earnings  from  this  age  group  to  the  65 
and  older.   Table  226  (Detailed  Characteristics;  Census  of  Popula- 
tion) ,  indicates  that  this  would  not  be  the  case.   The  concentration 
of  the  aged  65  and  older  in  various  occupations  does  not  seem  to  be 
correlated  with  that  of  age  group  16-24  any  more  than  with  that  of 
the  remainder  of  the  population. 
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